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REPORT OF THE INDIAN TAXATION 
ENQUIRY COMMITTEE. 


CHAPTER I.— INTRODUCTORY. 

1. The main items of the Government of India’s instructions 
directions for a general enquiry into Indian Taxation tiie Com. 
are contained in a Resolution of the Finance Depart- 

ment (Accounts and Finance — Miscellaneous) No. 

1412-F., dated Simla, the 26th May 1924, as fol- 
lows : — 

(1) To examine the manner in which the burden 
of taxation is distributed at present between the 
■different classes of the population. 

(2) To consider whether the whole scheme of 
taxation — Central, Provincial and Local — is equitable 
.and in accordance with economic principles, and, if 
not, in what respects it is defective. 

(3) To report on the suitability of alternative 
sources of taxation. 

Further details relating to particular portions of 
the enquiry are given in the chapters to which they 
relate, and the full text, both of the original order and 
of certain subsequent additions to and interpretations 
■of it, will be found in an appendix. 

2. The President and three members of the Com- . 
mittee were appointed by the Resolution above cited, 

a fourth member was added in October 1924, and 
fifth in November of the same year. The Committee ^ 
issued a questionnaire in December 1924, and after 
.attending the conference of the Indian Economic As- 
sociation at Benares in January 1925, proceeded on a 
.tour to the headquarters of the Local Governments, 
which lasted with short intervals till the middle of 
June. They examined orally or in writing 288 witnes- 
ses, of whom 66 were members of legislative bodies, 

110 officials, 35 economists, 18 business men, and 59 
representatives of associations and other non-official 
gentlemen. In addition they received contributions 
from 81 private gentlemen and associations, and nu- 
merous notes and memoranda on different aspects of 
.their enquiry from the Government of India, Local 
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Governments, the Central Board of Revenue and other 
bodies. They take this opportunity of acknowledging 
the very ready response made to their many requisi- 
tions and the large measure of help they have received 
alike from Governments and from private persons- 
In particular they desire to express their sense of obli- 
gation to Sir Josiah Stamp, who found time amid his 
many occupations to send them a most valuable set of 
notes on their questionnaire, embodying with his own 
opinions notes on special subjects by Professor Selig- 
man and Dr. Gregory. 

Tte economic 3. In the meanwhile, the part of their enquiry 

enq.miy. -wiiich related to the examination into the economic 
condition of the people was for the most part trans- 
ferred to the Economic Enquiry Committee, whose 
report has already been issued. 

Plan of the 4. In the following pages the Committee propose 

report. examine, first, the scope of the problem set to them, 

as limited by the taxes at present levied in India, 
secondly, the merits of the several taxes existing or 
proposed, and thirdly, their incidence on ^ typical 
classes of the population. Having done this, they 
propose to arrange in order of priority, first, those 
which in their opinion might be abolished or reduced, 
and second, those which .might be either imposed or 
enhanced in order to make good the resulting loss of 
revenue. They conclude bj examining the best 
method of dividing the various taxes between the 
different governing authorities and the methods of ad- 
ministration which will best conduce to their smooth 
and efficient working. 

Appendices. 5. In addition to the evidence, they have attached 
to the report a series of appendices in illustration of 
particular points, and these include in some cases mo- 
nographs in which the information collected by them 
in respect of particular taxes has been brought to- 
gether. These are attached to the report merely as a 
source of reference. It has not been possible in deal- 
ing with a subject of such magnitude as that referred 
to the Committee to put into the report itself anything 
more than a summary of the facts sufficient for an un- 
derstanding of their recommendations. Further 
facts bearing on the questions in issue will be found by 
those who require them in the monographs, which also 
embody statements, borrowed, wherever possible, from 



tlieir authors, of the cases for and against particular 
schemes The Committee desire, however, to emphasise 
that nothing in these documents is intended as in any 
way representing an expression of their collective 
opinion, for which the report alone should be referred 
to. 1 

6. In issuing the Resolution above referred to, the 
Government of India expressed a hope that the Com- 
mittee would be able to submit their report within the 
space of a year. They regret that they have exceeded 
that period by a little more than a month. This is 
due partly to a combination of adverse circumstances, 
but more largely to the magnitude of the task set to 
them. It is a matter of extreme difficulty at any time 
for non-official members to give up a period of a year 
to an enquiry of this sort, and the fact that some 
members had urgent affairs of their own to attend to 
made it impossible for them to be continuously present. 

In addition to this all the four Indian members of the 
'Committee have been engaged by the Government of 
India at different times on other enquiries such as the 
Indian Reforms Enquiry Committee, the Auxiliary 
and Territorial Forces doramittee and the Indian 
Sandhurst Committee. The work of the Committee 
has also been considerably disturbed by ill-health. 

While Sir Percy Thompson was incapacitated for 
over a month during the most critical period of the 
discussions, the work of the office has from time to time 
been dislocated by break-downs on the part of the 
staff- 

7. The Committee would venture to add that the^™P^™°^ 
time taken by their enquiry, long as it has been, ap- taken by 
pears to them to be comparatively short when examined 

in the light of the task set and of the time taken by 
other Committees or Commissions entrusted with en- 
quiries of a similar nature. The Australian Royal 
Commission on Taxation was appointed on the 10th 
September 1920 and they did not submit their fifth 
and last report until the 28th February 1923. The 
Departmental Committee on Local Taxation in Eng- 
land and Wales took two years, and the Royal Com- 
mission on Local Taxation 4 years and 10 months. 

Lord Colwyn’s Committee, which was appointed in 
March 1924 to report on the national debt and the 
incidence of existing taxation wi.th reference to its 



effect on trade, industry, employment and national, 
credit is still sitting, so far as the Committee are 
aware. Even in the case of Committees or Commis- 
sions which enquired into single taxes, a year has not 
always been found sufficient. The South African 
Committee of Enquiry into the Taxation of Incomes, 
derived from Farming Operations took 14 months,, 
the Eoyal Commission on Opium 19 months, the Indian 
Hemp Drugs Commission 13 months, and the Burma 
Municipal Taxation Committee 13 months, almost 
the same as the time taken by the present enquiry into 
all the aspects of taxation of a continent, to which the 
question of the distribution of the revenues has been 
added- 

8. The Committee cannot but be conscious of the 
' imperfections in their report, resulting from the pres- 
sure under which their deliberations and the drafting 
of it have been conducted. The fact that they are not 
more numerous than they are must be attributed to 
the manner in which their Secretary, Mr. B. Kama 
Ran, has devoted to his task an untiring industry and 
abilities of a high order. In acknowledging their in- 
debtedness to him, they would like also to mention the 
assistance received from the three Assistant Secreta- 
ries who have helped the Committee at different times, 
Mr. J. V. Joshi, M. R. Ry. Rao Bahadur S. K. Sun- 
daracharlu Avargal and Mr- A. R. Rebello. They 
also desire to tender their acknowledgments to the 
Hon'ble the President of the Madras Legislative 
Council and the Madtas Government for lending them 
the services of M. R. Ry. Rao Bahadur R. V. Krishna 
Ayyar Avargal, as Legal Adviser, and to the RaO' 
Bahadur himself, who, in the midst of his other duties, 
unreservedly placed at the disposal of the Committee 
all the resources of his legal knowledge. Without his 
aid the chapters in which the Committee have dealt 
with the questions of taxes on transactions, fees aud 
probate duties would have been deprived: of much of 
any value they possess. Their acknowledgments are 
also due to the members of the staff, who^ have had to 
work overtime in the effort to get the work completed, 
and to the Superintendent of the Government Press, 
Madras, for his exceptionally prompt and accurate 
work in the printing of the report. 

Eeservations. 9. The report was signed % Sir Percy Thompson, 
Dr. Paranjpye and Dr. Hyder at Bangalore on the 



4tli December 1925 and by the President, the Maha- 
rajadhiraja Bahadur of JBurdwan and the Hon’ble 
Sardar Jogendra Singh at Calcutta on the I4:th of the 
same month. The Hon’ble Sardar Jogendra Singh 
was unable to take part in the final discussions of the 
report and was consequently unable to discuss with his 
colleagues certain aspects of the taxation problem 
which he has described in a separate memorandum. 
Sir Percy Thompson wishes to express his regret that, 
owing to serious indisposition, he has been unable to 
take a full share in the revision of some of the chapters 
of the report. "While, therefore, his responsibility 
for the di’afting and for some of the arguments ad- 
vanced is limited, he takes full responsibility for the 
conclusions arrived at, with which, on the material 
available to him, he is entirely in accord, except to the 
extent to which he has definitely expressed dissent. 
The other members accept full responsibility for the 
statements made in the report, except in so far as these 
are qualified in the chapters themselves, but some of 
them have thought it desirable to add memoranda 
defining the conditions under which they think it 
desirable that effect should be given to their recom- 
mendations. 
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CHAPTER II.~THE SCOPE OF THE 
PROBLEM. 

10. The sources of the revenue of a State were 
classified as follows by a very early writer on the 
subject : — 

" Now there are in general seven ways of rais- 
ing public revenues (Jonds auoc finances), which include 
all that can be thought of. The first is the landed 
domain of the commonwealth; the second, conquests 
from enemies; the third, gifts from friends; the 
fourth, tributes from subject states; the fifth, public 
trafi&c or trading; the sixth, customs duties upon 
merchants who bring in or carry out merchandise ; and 
the seventh, taxes upon the citizens.”* 

The more modern writers would classify these 
sources somewhat on the following lines : — 

(1) State domains and tributes. 

(2) Fines and penalties. 

(3) Business undertakings and monopolies. 

(4) Fees. 

(5) Taxes. 

And some of them would classify these various 
heads under the categories of non-tax revenues, quasi- 
taxes and taxes proper. 

11. In an enquiry into the taxation of a country 
it is necessary in the first place to determine exactly 
what items of revenue fall within the scope of the en- 
quiry, and this is a matter of no small difficulty owing 
to the division of opinion among the best authorities 
as to where taxation begins and ends. Professor 
Edgeworth has stated that “ what is the best defini- 
tion of a tax is an interminable enquiry ”t and Dr. 
Dalton has added that “ the search for a classification 
is more instructive than the classification when 
found. ”:j; Most economists, however, are agreed that 
two of the most essential characteristics of a tax are (1) 
that it is a compulsory payment made to the State, and 
(2) that there is no immediate quantitative relation 

* Jean Bodin: les six liirres de la Bepubliq-ue, VI, 2. 

t Eoyal Commission on Local Taxation, Memoranda relating to 
Imperial and Local Taxes, 189U page 127. 

J Dalton: PnUic Finance, Chapter IV. 



between tbe tax paid by tbe individual and tlie service 
rendered to him by the State. The Committee’s pur- 
pose, as set forth in the terms of reference, involves two 
aspects of the problem, the first, the administrative, 
the second, that of incidence. For use in their enquiry 
into the former aspect they propose, without suggest- 
ing it as in any way a formula for general adoption, 
to take as a working basis the following definition of 
taxation :• — 

“ Taxes are compulsory contributions made by 
the members of a community to the govern- 
ing body of the same towards the common 
expenditure without any guarantee of 
a definite measured service in return.” 

This definition will not cover certain items which 
are sometimes included in the term ' taxation ’ for the 
purpose of reckoning incidence, such as, for instance, 
the net profits of the business undertakings of the 
Government, but the Committee do not propose to go 
into details of the way in which these revenues are 
derived, since that would involve bringing under 
scrutiny practically the whole administration of large 
departments- 

12. There are certain items commonly included state domains 
under the Land Revenue which clearly do not fall 

within the Committee’s definition of ta,xes, 9.nd areiaads. 
creditable to the head of revenues from State domains 
rather than to any other- Such are the sale proceeds 
of Government estates and sale proceeds of waste 
lands. 

13. In a similar category are revenues derived from — fisheries 
the lease of fisheries and from mines which are the pro- 
perty of the Government. The first represents the 

rent fixed by competition for the right to collect and 
sell the produce of waters under the control of the Gov- 
ernment, while the second represents the rent volun- 
tarily paid to the Government for the right to exploit 
minerals belonging to it. 

14. The case of forests is not dissimilar- These —forests, 
are under the control of the Government, who have 
something approaching a monopoly in parts of India, 

but not a complete one. The produce is sold at prices 
which do not compare unfavourably with those charged 
by private parties. The purchaser in every case ob- 
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tains a quid fro quo and is under no direct compulsion 
to buy. It appears to the Committee that on the 
whole there is no element of true taxation in the forest 
revenue, and that this also does not fall within the 
scope of their enquiry. 

—the land 15- It has been suggested in some quarters that the 
land revenue itself should not be classed as taxation on 
the ground that the State is the proprietor of the soil, 
and that it is more properly described as a rent. This 
question will be fully discussed in the chapter dealing 
with the Land Revenue, from which it will be seen 
that, if the land revenue has some of the characteris- 
tics of a rent, it certainly has many characteristics of 
a tax also. Moreover, the Committee have been direct- 
ly instructed to enquire into its incidence, together 
with that of the other taxes. Consequently for the 
present purpose they propose to include it under the 
head of taxation 

Emesand 16. The classification of fines and penalties is not 

penalties. g^sy. They are commonly divided between those that 
are imposed on account of offences against the State 
and those that are imposed in connection with the 
regulation of the revenue. Professor Seligman in- 
cludes both categories under the head of taxes on the 
ground that, if it is once admitted that any payment 
exacted by the State, not with the object of securing 
revenue, but with some ulterior purpose, may be classed 
otherwise than as a tax, it might become necessary to 
exclude a considerable portion of the revenue of mo- 
dern States from the category of taxation. He in- 
stances among other things the excises levied for the 
purpose of discouraging consumption.* The Com- 
mittee recognise that there are a number of border 
line cases in which it may be difficult to determine 
whether a particular collection is for revenue or for 
restriction, but it does not appear to them that this 
difficulty is prominent in the case of fines and penal- 
ties, or that there need be any real difficulty for prac- 
tical purposes in distinguishing penalties imposed in 
connection with regulation of the revenue, which they 
propose to treat as taxes, from those imposed primari- 
ly for purposes of restraint, which they do not. 

Scdtyof category of prices, or revenue from State 

ciassifioation. Undertakings, is a large and difficult one, including, in 

* Seligman : Essays in Taxation, page 403. 
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the case of the Imperial Government, receipts from 
railways, posts and telegraphs, purchase and sale of 
opium, profits of coinage, interest and miscellaneous; 
in the case of Provincial Governments, receipts from 
irrigation; and in the case of local bodies, receipts 
from markets and slaughter houses, from charges for 
special services, and from tolls and ferries in certain 
cases. How difficult it is to determine the exact clas- 
sification to be assigned to certain of these items of 
receipts may be judged from the replies given by cer- 
tain leading economists and others to one of the ques- 
tions asked them by the Poyal Commission on l.ocal 
Taxation in 1897, namely, should such an item as the 
net revenue of the post office be treated as a tax. The 
following are extracts from the replies which represent 
different schools of thought on the subject : — 

Mr. Edwin Cannan \ “ If any part of the gross 
revenue is a tax, the whole must be. . . . In con- 

sidering the ‘ equity of taxation it is not desirable to 
adopt any narrow view of the meaning of taxation, 
since the action of the State must be considered as a 
whole. I should therefore not be inclined to exclude 
the whole or any part of the post office gross revenue 
from the present enquiry.” 

Lord Farrer : “ I think that the surplus revenue 
of the post office after paying the expenses of the 
service is rightly treated as a tax.” 

Professor Bastahle : “ In respect to the post 
office revenue, two different views of almost equal 
plausibility may be taken, namely: — (1) that which 
treats the post office as a State industry obtaining a 
monopoly profit through the economy which monopoly 
makes possible. We may perhaps with justice assume 
that under private competitive industry postal rates 
would not be lower than at present. Therefore the 
gain is in a sense ‘ earned ’ by the State. But (2) we 
may also regard the State as only entitled to ordinary 
profit on the capital it employs, and then we must hold 
that the surplus is a kind of taxation- If this latter 
view (which is, I think, the better one) be taken, we 
must further note that this tax falls, not on the whole, 
but on a part of the postal service.” 

Professor Sidgwick : “ I am quite willing to 
follow Sir E. Hamilton, and take net revenue as the 
only estimate practically available of the tax imposed 
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— the profit 
on railways. 


through the post office monopoly. I do not, indeed, 
think that it is, strictly speaking, the right estimate. 

1 n estimating how much Englishmen are taxed through 
their payments for postal services, we ought striotiy 
to consider, not how much they pay beyond what these 
services cost, but how much they pay beyond what they 
would have to pay if the Government gave up its 
monopoly-’’ 

In deciding which of these schools to follow, the 
Committee have been largely guided by the practical 
consideration of the figures that are available. The 
ascertainment of the normal commercial profit of any 
enterprise is a matter of extreme difficulty in any case. 
It would be quite impossible in India to arrive at a 
figure of the profit that might be made by a private 
enterprise if it were, conducting services which are 
now conducted by the Government. 

18. The figure available in the case of railwa 3 ^s is 
that resulting from the separation of railway from 
general finance- Under this compact it was agreed 
that there shall be paid to the Government of India 
annually a contribution which “ shall be based on the 
capital at charge and working results of commercial 
lines, and shall be a sum equal to one per cent on the 
capital at charge of commercial lines (excluding capi- 
tal contributed by companies and Indian States) at 
the end of the penultimate financial year, flus one-fifth 
of any surplus profits remaining after payment of this 
fixed return, subject to the condition that, if in any 
year railway revenues are insufficient to provide the 
percentage of one per cent on the capital at charge, 
surplus profits in the next or subsequent years will 
not be deemed to have accrued for purposes of division 
until such deficiency has been made good- 

“ The interest on the capital at charge of, and the 
loss in working, strategic lines shall be borne by ge- 
neral revenues and shall consequently be deducted 
from the contribution so calculated in order to arrive 
at the net amount payable from railway to general 
revenues each year. 

“ Any surplus remaining after this payment to 
general revenues shall be transferred to a railway 
reserve, provided that, if the amount available for 
transfer to the railway reserve exceeds in any year 
three crores of rupees, only two-thirds of the excess 
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over three crores shall be transferred to the railway 
reserve, and the remaining one-third shall accrue to 
general revenues.”* 

It is an open question whether even the amount so 
paid is true taxation, but on the whole the Committee 
are disposed to think that it should be included, 

19. In the case of posts and telegraphs the difficult -posts and 
process of putting the accounts on a commercial basis 

is only just complete, and the Committee understand 
that for the year last closed there was no net profit. 

20. In the case of opium, in so far as the Imperial —opium. 
Government are concerned, there does not appear to be 

any element of taxation of the people of the country, 

I except in so far as the restriction of cultivation reduces 
the cultivator’s choice of crop. The revenue derived 
from opium exported is paid by foreigners and does 
not fall within the scope of the Committee’s definition. 

The profit on sale of opium prepared for medicinal 
purposes is negligible. In the case of the purchase, 
manufacture and sale of opium to Provincial Govern- 
ments, a set of commercial accounts is now being in- 
troduced, and as soon as this has been completed, the 
price charged will be the cost price as ascertained 
There will thus be no element of tax at this stage- 

21. The profits on coinage may involve taxation at Profits on 
a time of inflation, but in normal circumstances do not 
appear to the Committee to do so. It is not clear 
whether any profit results from transactions in borrow- 
ing and lending money, and even if it could be as- 
certained, it is doubtful if it would properly be classed 

as tax revenue. 

There do not appear to be any items of taxation in- 
cluded in the miscellaneous receipts such as receipts 
from civil departments. 

22- In the case of provincial heads of revenue, in- 
eluding those of the Imperial Government where it is 
conducting provincial functions, the most difficult 
question arising concerns the price paid for water. A 
great deal of controversy has raged over the question 
whether a Government which has a monopoly of irriga- 
tion and supplies water to the persons who benefit by 
irrigation works should charge just what it costs to 
supply the water, or a fair commercial profit, or as 

* Proceedings of the Legislative Assembly, 17th September 1924. 
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high a rate as those benefited can afford to pay. A 
corollary arising out of the controversy is the question 
whether, where a profit is realised, there is an element 
of taxation. 

The case is of course different from that of the rail- 
ways and the post office inasmuch as those services are 
of benefit to the community as a whole, whereas in the 
case of irrigation the benefit provided by the use of the 
credit of the general tax-payer enures to the holders 
of certain particular lands. The Committee are di- 
vided in opinion as to whether the charge for water 
involves an element of taxation or not. It falls, how- 
ever, essentially within the scope of their enquiry in 
view of its intimate connection with the land revenue 
and of the specific inclusion of water-rates within 
their terms of reference, and therefore they propose to 
treat it on this basis, taking for practical purposes the 
net profit on the undertaking as a whole as rejDresent- 
. ing the element of taxation. 

-enterprises 23. In the case of the local authorities, where a 

todSef authority makes a profit on markets or slaughter 

houses, more particularly if it uses its power to estab- 
lish a monopoly of trade at these places, the profit so 
made amounts indirectly to a tax on consumption. A 
more difficult case arises in the case of rates levied for 
particular services, such as water-supply. Where the 
water is metered and the charge for water is adjusted 
so as just to cover the cost of the supply in each case, 
it amounts clearly to a price and not a tax. But under 
Indian conditions there is practically no town in which 
such an exactly measured charge is made, and in a 
great majority of cases the charge does not appear 
even to recoup the cost of the supply. Moreover, the 
method of charging varies from place to place. On 
the whole it seems to the Committee best in the cir- 
cumstances to reckon these rates in with the rates 
charged for services of a more general nature. In 
the case of tolls and ferries again, there are some 
cases in which the element of price prevails, as where 
a toll is levied for a limited period and the proceeds 
earmarked for the building of a bridge. In the ma- 
jority of cases the greater part of both tolls and ferry 
charges amounts to a tax on transit, and the Commit- 
tee have decided therefore to include them under the 
head of taxation revenue. 
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24. Fees have been defined as “ charges arbitrarily Fees. 

Fixed by a Goyer^ent in amount and method of pay- 
ment, which individuals or groups of individuals pay 

as a special compensation for some service rendered by 
a public body, or for some expense which the indi- 
viduals have caused the State in the exercise of its 
functions.”* Fees, however, tend to develop into 
taxes, and it is therefore necessary to attempt to 
distinguish where the compensation for service ren- 
dered ends and where the taxation begins- Generally 
speaking, there may be said to be three stages. There 
is, first, the cost of rendering the service, second, the 
value of the service rendered, which may considerably 
exceed the cost, and thirdly, the case in which the fee 
< exceeds the value. In the second case, where the uti- 
lisation of the services is rendered compulsory by le- 
gislation, there is an element of taxation, but the 
element of payment for services still prevails. When 
’ithe fees exceed the value of the services, there is true 
'taxation. 

The majority of the fees levied in India are levied 
by Provincial Governments, or local bodies. Some are 
for regulation only, such as fees for copyright, fees for 
licenses in connection with explosives or petroleum, and 
fees for carrying on offensive or dangerous trades. An 
element of taxation appears in a second group, such as 
fees for gun licenses, fees for registration of com- 
panies, fees for registration of documents and court- 
fees- Finally, there are cases in which it is predo- 
minant, such as fees for licenses to sell intoxicants, 
which are practically an indirect excise. All these 
considerations are dealt with in more detail in the 
chapter on Fees. The Committee have not followed 
the practice of some writers whO' consider the duties 
on the transfer of property as fees. These appear to 
them to be pure taxation, and they have dealt with 
them under the head of taxation of transactions- 

25. To come now to the last of the five heads under Taxes proper, 
consideration. There is no doubt as to the classifica- 
tion as taxes proper of capitation and apportioned 

taxes including the thathumeda and the chowMdari 
tax, taxes on transactions, including those on enter- 
tainments and betting, and taxes levied under the 
Stamp Act, income-tax and super-tax, and probate 

* Wagner : Pinanzvrissenschaffc, section 277. 
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duties. The remaining items call for one or two* 
.remarks. 

land 26. In the case of the land revenue, the Committee 

Kase^ propose to treat as revenue from State domains sums 

alienation, received from the disposal of Government estates and 
waste lands. A more difficult case is that of land 
revenue alienated as payment for services, either con- 
tinuing or in the past. The sum involved is very large 
and there are great variations in the conditions : while 
one province may pay its village servants in cash, 
another may do so by remitting land revenue on par- 
ticular lands; remissions similar to those made in 
favour of the village officers who serve the Government 
may be made in the case of the servants of the village 
community; others have been made in favour of pen- 
sioners; still another class of remissions is in favour 
of temples and demsthanams : still further removed 
is the case of the jaghirdar; and lastly there is the case 
of the large number of revenue-free estates which re- 
present rewards for services rendered, in most cases to 
predecessors of the British Government, It is obvious 
that there would be a most misleading difference in the 
• incidence shown if, in two provinces similarly situated, 
one credited a sum of one or two crores of rupees of 
land revenue and debited it to pay of village officers, 
while the other, owing to the system of alienation of 
the land revenue, made no entry on either side of the 
account. It is urged, on the one hand, that the alie- 
nation of an item of revenue is the equivalent of a 
double transaction of collection and payment and 
should therefore be reckoned as tax-revenue, and that 
its disposal is immaterial to the tax-payer. On the 
other hand, it is pointed out that, if this argument 
were followed out to its logical conclusion, it would be 
necessary to include in the land revenue a sum equal to 
that which would be collected if there were no aliena- 
tions and no revenue-free lands, which of course is 
impracticable. The only practicable course which 
presents itself to the Committee is to bring into. The. 
category of taxation the land revenue, .which is alie- 
nated as a payment 'for actual services now rendered 
to the State, and to ignore the rest- 

Customs— 27. Under the head of Customs, with reference to 

export duties, suggestion above made that, for the Committee’s 
purposes, taxes should include only sums paid by the* 
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members of the community, they do not propose to 
make any exception in the case of export duties on the 
ground that these are paid by the foreigner. They 
are always paid in the first instance by members of 
the community, and the shifting of the burden is by 
no means a matter of certainty. 

28. Again, under the head of Excises, the Com- Restrictive 
mittee propose to include the whole of the revenue 

from excises imposed for purposes of restriction, al- 
though, when it comes to the question of incidence, 
they propose to adopt the view of Sir Josiah Stamp 
that these cannot be regarded as involving incidence 
on classes which do not consume the articles excised. 

29. Under Local Taxation they propose to include Local 
octroi and terminal taxes, rates on houses and land and 
betterment taxes, taxes on circumstances and property, 
taxes on trades and professions, taxes on animals and 
vehicles, pilgrim taxes, local cesses, and revenue from 
tolls and ferries, subject to the limitations above men- 
tioned. These taxes, however, are not taxes levied for 
the benefit of the community at large, and they partake 

of the nature of payments for services rendered far 
more directly than the ordinary imperial and pro- 
vincial taxes- These are matters which must be taken 
into consideration in considering the question of in- 
cidence. 

30. It remains to explain briefly the system of clas- The order of 
sification adopted in dealing with these taxes in the t=featment. 
-chapters which follow. Capitation and apportioned 

taxes have been dealt with first as these are among the 
most primitive forms of taxation in all countries, and 
India is no exception. Following them has been con- 
sidered the land revenue which, until recent years at 
any rate, formed the backbone of the whole Indian 
fiscal system. An examination of the charge for water 
follows, as this in many cases is linked up with the 
charge upon the land. Next follows the large group 
of imperial and provincial taxes on consumption, that 
is to say, customs duties and excises, also long estab- 
lished taxes in India. Following them are the more 
recently developed income-tax and super-tax. The 
Committee have next taken up the examination of the 
taxes on transactions, the chief of which are the stamp 
duties, which are more important in this than in some 
other countries. They next examine the cognate 
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group of fees. Pollowing the question of fees they 
have dealt with probate or succession duties, largely 
for the reason that, though they are entirely different 
in character from court-fees, they are at present in- 
cluded under the Court-fees Act- 

They have, as above indicated, entered npon no dis- 
cussion of the taxation element in railways, or the post 
and telegraph services. 'I’hey have treated revenue 
derived from Government forests and mines, and in 
certain circumstances from Government lands, as re- 
venues derived from State domains. They have not 
thought it necessary to enter into any discussion of. 
taxes levied by Port Trusts or other similar bodies,, 
which are entirely earmarked for special expenditure- 
Lastly, they have dealt separately with local taxation 
which, as indicated above, operates more directly than. 
the imperial or provincial taxes as a payment for ser- 
vices rendered, and in dealing with this they have 
followed the same order as in the case of the imperial, 
and provincial taxes, considering, first, the taxes on- 
consumption and rates, second, the taxes on persons,, 
and third, the fees and miscellaneous taxes. 


abovt 
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CHAPTER III.— CAPITATION AND APPOR- 
TIONED TAXES. 

Capitation Taxes. 

31. Poll taxes belong to a primitive stage of civi- PoU taxes 
lisation and they are open to the obvious objection that 

they are regressive in character. The collection of are more ^ 
these taxes in modern towns with a comparatively 
large migratory population is also a costly and difficult supposed, 
process. These defects have led to two parallel deve- 
lopments of this form of taxation. In the one case, 
the capitation tax has developed into an income-tax, 
in some cases passing through the intermediary stage 
of a license or profession tax. In the other, it has; 
been replaced in whole or in part by indirect taxes on 
articles of universal consumption, as in the case of tho 
salt tax. Poll taxes have thus ceased to be important 
sources of revenue in the more advanced States, but- 
they have been and still are far more common than is 
generally supposed in Europe, in America, in the 
British Empire and in Eastern countries, in all of 
, which survivals of them are still to be found. Sir 
'i Josiah Stamp considers that a light poll tax seems not 
^unsuitable to Indian conditions. 

32. In Prance, f restations for the upkeep of roads Pontaxes^in 
have long been an important feature of the working of 
agricultural communes, but of late years they have been 
rendered less vexatious as a result of the grant of per- 
mission to pay in team-snpply or labour or money 
according to convenience. The French capitation tax 
{contribution fersonnele mobiliere), which originally 
represented the value of three days’ labour and was 
subsequently combined with a tax on rentals, was 

levied as an apportioned tax both for State and com- 
munal purposes up to 1917. but even before that date, 
had in many cases ceased to be a poll tax, largely as a 
result of the provision under which towns were per- 
mitted to pay their share out of the proceeds of the 
octroi duties. The tax is now imposed onl^* for de- 
partmental and communal purposes, but a State poll 
tax of 20 francs per head finds a place among the 
recent emergency proposals of the French Government. 

A capitation tax is still levied in Sweden, where it iff 
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of revenue, and also in some of the Cantons in Switzer- 
land. A similar tax has apparently been recently 
revived in Russia on all able-bodied citizens between 
the ages of 18 and 60 with the exception of certain 
workmen, soldiers, students, mothers supporting fami- 
lies and unemployed peasants. 

In the United 33. In the United States of America the poll tax 
iSSci for a long time been employed by a majority of the 

States. At present, 38 out of 48 States have legal pro- 
vision for the tax, but with the development of the pro- 
perty tax, the poll tax has ceased to be an important 
source of revenue in the Northern States, and in most 
of them, it is no longer levied. In the Southern States, 
it has survived to a greater extent and in some of them, 
payment of the tax is one of the conditions of suffrage. 
Together with other restrictions, it keeps negroes away 
from the polls.* Even in these States, it is mostly 
utilised for local services such as schools, roads and 
poor relief. The aggregate income from this source in 
1922 of all the States and local authorities was 29 mil- 
lion dollars out of a total tax revenue of 4,221 million 
dollars and it was levied for State purposes in only 
eleven States, t 

In Eastern 34. Poll taxes are also levied in Turkey, Persia, 
countries. China, Siam, Madagascar, Erench Somaliland, Ceylon 
and other Eastern countries, but except in Ceylon, 
Siam and the Philippines, they do not form a very 
important source of revenue. In Siam, the capitation 
tax was first levied only on the Chinese, but since 1924 
it has been imposed on practically all residents. It 
now yields half the direct taxation levied by the State 
and is roughly equal in amount to the yield of the land 
tax. In the Philippines for more than three centuries, 
the poll tax yielded more revenue than all the other 
sources combined, but the high yield was made possible 
by the development of the capitation tax into a classi- 
fied occupation tax. After the American conquest, 
the graduated capitation tax has been considerably 
reduced, and the proceeds now are mainly devoted to 
education and other local purposes. 

In the British 35. In the British Empire, the poll tax is found, in 
Empire. addition to Ceylon, in British Columbia, the Union of 

* Jensen : Problems of Public Finance, page 226. 
t Bureau ot the (Census, Washington, Wealth, Public Debt and Tax- 
ation, 1922. 
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South Africa, Fiji and the East African Colonies. 

In British Columbia, under the la.w of 1917, every male 
person over the age of 18 is required to pay an annual 
poll tax of 6 dollars, but soldiers, sailors and persons 
who have paid taxes on land, personal property, or in- 
come or license fees in excefss of 5 dollars are exempt. 

In Africa, the tax is found in the Transvaal, Kenya 
and Tanganyaka. In the Transvaal, the rates of poll 
tax are for married individuals £l-10s. 'plus 15 per 
cent, of the income-tax paid in the previous year. In 
the case of unmarried adults below twenty-five years of 
age who do not pay income-tax, the rate is £1-105. For 
other unmarried adults, the rate is £2-5s. The 
poll tax is not now levied on the African population. 

In Kenya, the tax is levied on the African as well as the 
immigrant population, while in Tanganyaka, it is res- 
tricted to Africans who are not owners of huts. In 
the Cape Province, Katal and the Transkeian terri- 
tories a hut tax varying from IO 5 . to 145. per annum 
per hut is levied. Some colonies use similar taxation 
as a means of exercising control over the constitution 
of their population. For instance, New Zealand im- 
poses a tax of £100 on every Chinaman who lands in 
the country. 

36. Direct taxation of the nature of a poll tax has 
been known in India from very early times. In ancient 
Hindu India mechanics and artisans and Sudras who 
subsisted by manual labour were required to work for 
the State one day in each month. Under some of the 
Muhammadan kings, the jezzia or capitation tax was 
levied on all non-Muslims in lieu of military service, 
which was required of all Muhammadans. 

The taxes of this nature that now survive are large- 
ly associated with and have been levied in lieu of the 
land revenue, and with the exception of certain back- 
ward tracts, such as Assam and British Baluchistan, 
they are confined to Burma, The following is a list — 

{a) Taxes on fugitive cultivators — 

(!') The taungya in Burma. 

(2) The hoe or house or dao tax in Assam. 

{h) The thathameda in Upper Burma. 

(c) The capitation tax in Lower Burma. 

37. The taungya is levied under section 33 of the Primitive 
Burma Land and Revenue Act, 1876, in lieu of the loi^Sria 
revenue assessable on any land under taungya cultiva- revenue. 
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The case of 
graziers. 


The thatha- 
meda. 


tion. It is an annual tax either on each male person 
who has completed 18 years of age or on each family of 
persons taking part in the cultivation of such land, the 
rate being fixed from time to time by the Government, 
subject to a maximum of Rs. 2 per annum on each male 
cultivator or family of cultivators. The levy of the tax 
is confined to certain areas of shifting cultivation, such 
as the hilly tracts of Lower Burma, the Shan States and 
other frontier areas where there is no assessment on the 
land. 

The hoe tax or house tax in Assam is levied under 
•section 47 of the Assam Land Revenue Regulation of 
1886, which empowers the Chief Commissioner to 
direct that ‘ ‘ in lieu of the revenue assessable on any 
land an annual tax may be collected on each person who 
has completed the age of 18 years taking part in the 
•cultivation of land at any time during the year of 
assessment, or on each family or house of persons 
taking part as aforesaid.” These taxes are more or 
less of the same nature, but they are assessed in slightly 
different ways in different districts, having been intro- 
duced by different officers. The taxes are generally 
levied on the household at the rate of Rs. 2 or Rs. 3 per 
family. The classes affected are mainly hill tribes in- 
habiting wild tracts where the cultivation is shifting 
and where consequently it is not possible to collect land 
revenue on a systematic basis. 

38. The same difficulty of dealing with the nomad 
led to the levy of a tax which was in a small degree 
analogous to these in the case of the nomad flock owners 
on the other side of India. This is still levied in Bri- 
tish Baluchistan, but it is graduated according to the 
size of the flock. In the Punjab it developed into a 
hearth tax, the payment of which was accepted as evid- 
ence of settlement for the purpose of the distribution 
of colony land. 

39. Under the Burmese Kings in Upper Burma, 
no land revenue was collected except on the lands which 
were the property of the King, and the thathameda 
was practically the only tax imposed on the villagers. 
It was originally an apportioned tax. The sum due 
from each village was first determined by multiplying 
the number of households in it by Rs. 10. This total 
.sum was then distributed over the individual house- 
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holds, roughly with regard to their ability to pay, by 
the village elders or thamadis. 

After the annexation of Upper Burma by the Bri- 
tish the question of the replacement of the thathameda 
by a capitation tax on Lower Burma lines was consi- 
dered. It was ultimately decided, when the land 
revenue was introduced, to retain the thathameda in its 
general form, but to convert it in the main into a tax 
on non-agricultural incomes. This involves a depar- 
ture from the old Burmese practice of assessing each 
village aj:; a sum equal to Bs. 10 multiplied by the num- 
ber of households. Instead of that the sum payable by 
each village is fixed by multiplying the number of 
households by a figure which is assessed as part of the 
operations of the settlement of the land revenue, the 
main consideration in fixing it being the extent of the 
income derived in the village from sources other than 
agriculture. Where this is small, the rate varies from 
Bs. 2 to Bs. 5. Where it is large, it approaches and 
sometimes even exceeds the old limit of Bs. 10, which 
is still levied in unsettled areas where no adequate land 
revenue is collected. The rate so fixed for the village 
is still distributed over the individual households % 
the thamadis as before. As an exception domestic ser- 
vants pay at a fixed rate of Bs. 2 and migratory coolies 
at one of Bs. 2-8-0 per head. The employees of certain 
companies are also assessed at special rates. The 
thathameda assessee pays income-tax if his income 
exceeds Bs. 2,000 a year; but is allowed a rebate of a 
sum equal to the amount paid by him as thathameda. 
The whole question is governed by section 22 of the 
tipper Burma Land and Bevenue Begulation of 1889 
and the notification thereunder. The collections for 
1922-23 amounted to Bs. 41 ’42 lakhs. 

Taking the general case of the settled areas only, it 
would seem from the above description that no objec- 
tion on grounds of theory could be taken to the thatha- 
meda if it were assessed in the manner provided. It is 
understood, however, that in many cases the assessment 
of the thamadis is not only not made in proportion to 
ability, but also ignores the distinction between in- 
comes derived from agriculture and those which are 
not. There is provision under the rules for objections 
being made to the Assistant Collector against the as- 
sessments ; but it is in evidence that this right is rarely 
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or never utilised in practice. Thus, though theoreti- 
cally it is not a poll tax, in many parts it operates as 
one. It was on these grounds strongly condemned by 
the Burma Land Revenue Committee of 1920, who re- 
commended that it should be converted into a local rate, 
and that the opportunity should be taken to assess it as 
a house tax according to the quality of the building and 
the area covered by it, with possibly an exemption for 
dwellings of the poorer classes. Under the Burma 
Rural Self-Government Act of 1921, power has now 
been given to District Councils to substitute for the 
tliathameda a circumstances and property tax, so that 
any District Council can, on its own initiative, secure 
the abolition of the tax. Under the same Act, the rate 
at which such tax shall be levied shall not, on an aver- 
age, be less than Rs. 2 or more than Rs. 8 per annum 
per person liable to pay it. 

The capita- 40. The capitatiou tax, which, unlike the thatha- 

tiontax. frieda, is not apportioned, but is levied at a fixed rate 
per person, was originally introduced in Lower Burma 
by the Burmese Kings, apparently with the object of 
determining the fighting strength of the country, and 
was paid in kind. It was converted into a fixed pay- 
ment of money after the British conquest, and its con- 
tinuance under the British administration was justi- 
fied on the ground that no salt tax was levied and that 
the rates of land revenue were low. It is now collected 
in Lower Burma under section 34 of the Burma Land 
and Revenue Act of 1876 from all males between the 
ages of 18 and 60 years, ordinarily at the rate of Rs. 5 
per head from married men and Rs. 2-8-0 per head 
from men who have no wives. 

This tax, being a poll tax at a flat rate, operates 
with less discrimination than the thathameda and is 
very unpopular, partly for this reason, and partly 
because it has never lost the stigma which attached to 
it when it was imposed as a tax on conquered races. 
The Rural Self-Government Act referred to above also 
provides for the substitution of the circumstances and 
property tax for the capitation tax. The grant of the 
option to local bodies of converting it into a circum- 
stances and property tax is, in the opinion of the Com- 
mittee, an appropriate way of providing for its extinc- 
tion. The Committee would, however, recommend 
that in both cases the process of conversion should be 
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expedited and that these two taxes should cease as early 
as possible to be sources of provincial revenue. 

An important feature of both these taxes is the pro- Exempted 
vision for the exemption of certain fairly large classes 
of persons. It will perhaps be sufficient to define the 
persons exempted from the capitation tax. These in- 
clude, roughly speaking, Government servants, includ- 
ing village magistrates and village headmen ; ministers 
and priests and teachers of religion ; persons who are 
engaged in the work of education; persons who have no 
property or means of paying the tax, including those 
who are in prison; residents of places outside Lower 
Burma travelling from place to place ; persons who have 
paid income-tax ; and persons who are certified to have 
rendered special service to Government. 

Another important feature of the capitation tax is -T-and locaii- 
the provision in section 35 of the Burma Land and 
Revenue Act, 1876, that it shall not be levied in seven 
large towns which are specified in the Act or in others 
to which this provision may be extended. In these 
towns there is levied in lieu of the capitation tax a rate 
on land. This provision, it is understood, reflected 
the idea which obtained at the time of the pass- 
ing of the Act that it would be very difficult to 
assess a capitation tax on the people of the towns. The 
difficulty was found to be less than was expected and 
the provision has only been extended to one town, 
though there is yet another town in which for historical 
reasons the c.apitation tax is not levied, while one in 
Upper Burma has never been subjected to the thatha- 
meda. It is obvious that the incidence of the land rate 
is very different from that of the capitation tax, and 
consequently the provision in question operates to some 
extent as an exemption in the case of certain classes of 
persons in those towns. 

41. The latter of these provisions has a special The sea 
bearing upon a further development of the scheme of 
Itersonal taxation in Burma which has recently been 
much under discussion, namely, the sea passengers tax. 

The object of this tax is to make the scheme of capita- 
tion taxation complete by levying a tax of Rs. 5 upon 
every person entering Burma by sea, the special pur- 
pose being to secure taxation upon the class of migra- 
tory coolies who are apt to escape taxation when they 
move about from one village to another. 
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Watch and 
■ward were 


A scrutiny, however, of the Bill as passed by the 
Burma Legislative Council, seems to suggest that the 
law would effect much more than the closing of a gap in 
the existing system of taxation, and would really 
amount to the imposition of new taxation. For one 
thing it is to be applied to every person landing in 
Burma who is classed as an adult for purposes of a 
steamer passage, and it will, therefore, affect both 
women and boys between the ages of 12 and 18. It may 
of course be possible to meet this difficulty by a system 
of refunds ; but that would mean a considerable addi- 
tion to the administrative difficulties of working the 
Act. In the next, place, it is to be imposed on all per- 
sons at the rate of Rs. 5, although apparently the 
labourer who is not accompanied by his wife pays only 
Rs. 2-8-0 at present. In other words, it will be a tax 
on the wife who has not left India, or who may not 
exist. In the next place, it will apply to persons going 
to work in the towns which are at present free of the 
capitation tax or thathameda. It is understood that 
a considerable portion of the labour which goes over to 
Burma is employed in these towns and that this labour 
never becomes liable to the land rate. Consequently, 
in this case, the tax will be a new one Again, there is 
no provision for limitation of the charges in the case of 
an immigrant who visits Burma more than once in the 
same year, or for the exemption of a Burman who is 
returning to his own country. liastly, as has just been 
stated, power has been given to the District Councils in 
Burma to make an end of the capitation tax or thatha- 
meda by introducing a tax on circumstances and pro- 
perty. This will, presumably, be applicable to Indian 
labourers working in the local areas affected. Should 
such a tax be imposed, there will be double taxation to 
this extent. It seems to the Committee tJmt on all 
these grounds, and particularly because it is incompa- 
tible with the development of the primitive svbteiu of 
poll tax into a scheme of local taxation, and because it 
seems likely to operate as a tax on transport and to im- 
pose a real check on the flow of labour from ]:>rov iiiee to 
province, the tax on sea passengers should he condemn- 
ed as a development in the wrong direction. 

Apportioned Taxes. 

42. Poll taxes have generally been imposed by a 
superior power. Apportioned taxes have more com- 
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monly arisen out of local combinations to meet common 
expenditure. The chief of the taxes of this kind which 
still exist are those leviedl to pay for the services of the 
village police. The ancient police system of India was 
strictly municipal, and both in towns and country the 
chowMdars were appointed and paid by the people. 
In 1870 the police service in the towns was provincial- 
ised under Lord Mayo’s scheme of JBnancial devolu- 
tion ; but part of the cost of the town police was for 
many years afterwards borne by municipalities and 
cantonments. This policy was developed further by 
Lord Ripon, and in 1883 almost all the municipalities 
were relieved of expenditure on local police. The rural 
police, however, continued to be a local charge in most 
provinces ! or many years and the tax levied for the pur- 
pose was in many cases apportioned among the vil- 
lagers. 

43. It is difficult to give a clear account of these col- 
lections. In some cases, the tax is collected by the vil- 
lage police themselves, as in the case of the baluta in 
Bombay, In others, it is collected under the authority 
of the Government, but disbursed without being 
brought to Government account. In others again, it 
appears both as an item of receipt and as one of expen- 
diture. In some provinces, the levy is mainly on the 
land. In others, it is mainly on the non-agricultur- 
ists, and in others again, it is on both. In some pro- 
vinces cesses which were levied for this purpose have 
been abolished and in others they have not been. The 
following details will illustrate the way in which some 
of these developments have come about. 

In Madras, prior to 1893, the village police, like 
other village officers in ryotwari tracts, were remuner- 
ated partly from fees and other contributions payable 
by landholders, and partly from contributions from 
general revenues. The Act of 1893 abolished all these 
collections and imposed a money cess upon all holders 
of ryotwari and inam lands. The proceeds were paid 
into a fund to which the Government contributed an 
equal amount, and the village staff were paid from 
these funds. A later Act provided for a similar levy 
in the case of zamindari lands. 

In 1906, Six Edward Baker, the then Finance Mem- 
ber, laid down the policy that “ no local cesses should 
be levied on land supplemental to the land revenue, 


originally 
paid for 
direct by tbe 
villagers. 


Developments 
of the 
system. 


— in, Madras. 
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except such cesses as are levied by or on behalf of local 
authorities for expenditure by them on genuinely local 
objects.”* In pursuance of this policy, all the village 
cesses levied for provincial purposes in Madras were 
abolished and the village officers, including the police, 
have since that time been paid directly or indirectly by 
the Government, that is, either in cash or by the grant 
of lands which pay no rent or revenue, usually known 
as service inams. One result of this change has been 
that the number of men employed for village watch and 
ward has lately been largely reduced, and there is evid- 
ence that the villagers are now commencing again to 
tax themselves for the purpose of employing their own 
- watchmen. 

—in Bombay. In Bombay, the system is more or less similar to 
that in Madras. The village watchmen in Guzerat 
and the Deccan are remunerated by grant of land or 
cash allowances and also by perquisites (balutas) paid 
by the villagers, which often amount to a considerable 
sum. According to the figures given in Dr. Harold 
Mann’s “ Laud and Labour in a Deccan Village ”, in 
some villages the ryots pay halutas amounting in all to 
nearly 32 per cent, of the assessment on the land. The 
village police are remunerated on a similar system in 
Sind and Coorg. 

—in the In Agra no separate cess was levied for the village 

pSvinoes. pohce, but an appropriation was made from a local 
cess, the amount appropriated being equal to the cost 
of maintaining the village and road police. The cess 
was levied in permanently-settled estates at the rate of 
As. 2 on each acre, and elsewhere at 6 per cent upon 
the annual value of such estates (that is, 10 per cent, 
of the land revenue). In Oudh, in districts in which 
the Local Government had undertaken to maintain the 
rural police, a local rate of 2|- per cent, and a rural 
police rate of 3 per cent, were levied. In pursuance 
of the recommendation of the Royal Commission on 
Decentralisation that the resources of local boards 
should be increased by making over to them the entire 
net proceeds of the land cess, the Government of the 
United Provinces decided in 1914 to discontinue the 
appropriation made in Agra from the local rates for 
the maintenance of rural police, and to provincialise 

Government of India Financial Statement for 1906-07, page 12. 
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the cost of rural police in Oudh. As a result of the 
latter change, the 3 per cent, rural police rate in Oudh 
■was abolished and "was replaced by an addition to the 
local rate of 2^ per cent, thus equalising the local rate 
in Oudh with that already prescribed for Agra. The 
rural police are now paid from general revenues. The 
result of the transfer of the charge to the provincial 
revenues in the United Provinces, as in Madras, has 
been a large reduction of the force owing to the in- 
ability of the Local Government to find funds to pay 
them at the enhanced rates that were found necessary 
in the ease of a provincial staff 

In the Punjab, the cost of the ehowkidari establish- — 
ment is recovered from the villagers under rules issued ’ 
by the Government in 1876 The number of watchmen 
for each village is fixed by the Deputy Commissioner, 
who also determines the rate at which a tax on the 
annual value of houses shall be levied for their 
remuneration. The remuneration may be either in 
cash or in grain, and in cases in which it is payable 
wholly or partly in cash, it may be paid at the option 
of the majority of the village headmen from the pro- 
ceeds of certain village taxes, of which the principal 
are known as Choongee, Kamiana and Dhurrunt. 

When the remuneration is paid wholly or partly in 
grain, the amount is often apportioned according to 
the number of ploughs or in such other way as the 
majority of headmen may determine. 

In the Central Provinces, the remuneration of hot — m tiie 
wals, or village watchmen, is generally provided for by ^oSles. 
the assessment of a yearly rate, ordinarily not exceed- 
ing one anna in the rupee, on the rental valuation of 
land held by proprietors or tenants. In ryotwari vil- 
lages, the Government contribute at least one-fourth 
'Of the remuneration, in the vshape either of a revenue- 
free holding or of a rate on the revenue of the village, 
and the balance of the remuneration is realisable from 
the 'patel or headman and the ryots at a rate not exceed- 
ing one anna per rupee of the assessed revenue. In 
addition to this, in both malguzari and ryotwari vil- 
lages, the non-agriculturists, when they form an im- 
portant class, are also liable to assessment at a yearly 
rate fixed with reference to income. The hotwaVs re- 
muneration is paid direct by the assessee. 
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—in Berar. In Berar, the duties of watch and ward of the vil- 
lage are performed as a rule by village mahars avssisted 
in some cases by a special watchman known as a j a glia, 
and to provide for their remuneration a cess at fixed 
rates is levied under sections 159 and 160 of the Berar 
Land Revenue Code. Agriculturists are assessed 
under section 159 of the Code at a rate not exceeding 12 
pies in the rupee of land revenue in the Mel ghat taluk 
of the Amraoti district and 27 pies in other parts of 
Berar. Non-agriculturists are assessed under section 
160 of the Code at a yearly rate fixed with reference to 
income. 

—in Bengal, In Bengal, Bihar and Orissa and portions of Assam, 

Si tod the levy of the chowkidari tax is regulated by the 

ABsam. Bengal Village Chowkidari Act of 1870. The village 
chowkidar is paid from the assessment of resumed 
chakaran lands and the proceeds of a tax imposed by a 
panchayat in each village. The total of these two must 
be equivalent to the amount required for the pay and 
equipment of the chowkidars, together with 10 per 
cent, above such amount to cover the cost of collection 
and losses due to non-realisation. The tax is levied on 
all owners and occupiers of houses in the village, the 
amount being determined with reference to the taxable 
capacity of individual families as estimated roughly 
by the panchayat. The maximum amount levied from 
any individual is Rs. 12 per annum, and persons who 
are too poor to pay half an anna a month are exempted. 
One of the members of the panhcayat collects the tax, 
retaining 10 per cent, of the proceeds to repay the cost 
of collection. There is no right of appeal against the 
assessment of the panchayat, but the District Magis- 
trate has a general power to revise the assessments in 
any village. The assessment lists are, as a matter of 
fact, frequently examined by Sub-divisional Officers. 

In Chota Nagpur, the levy of the tax is governed by 
the Chota Nagpur Rural Police Act of 1914, which cor- 
responds to the Bengal Chowkidari Act, the only differ- 
ence being that, in Chota Nagpur, the tax is assessed 
by the Deputy Conunissioner and not by a panchayat. 

—in Burma. In Burma, there is no tax at present levied corres- 

ponding to the chowkidari tax in India, though the 
Burma Towns and Rural Police Act, 1880, gives power 
for the levy of a c^s, which can be applied among other 
purposes to the payment for the rural police. 
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44. The figures available of the revenue derived The 
from the levy of chowhidari tax are as follows : — 


sums 

levied'.. 


Bengal . 

Bihar and Orissa 
Assam . 

Berar 


Bupees in lakhs 

65-6 

40-5 

4 - 5 . 

ll-I 


The Governments of the Punjab and the Central Pro- 
vinces are unable to furnish the Committee with any 
estimate without a special enquiry. 

45. The question of the abolition of the chowhidari Reasons why 
tax has been considered by the Government of India Sveh^r 
more than once. As has already been pointed out, the continued.’? 
towns have been almost entirely relieved of the charges 

for the maintenance of the police, and theoretically it 
is difficult to justify the continuance of an apportioned 
tax for the maintenance of the police in villages. The 
main justification for the existence of the tax is the 
historical fact that, from time immemorial, the village 
police have been paid out of village funds. Moreover, 
it will be clear from the description that has been given 
above that, even where no tax is levied on Government 
account, they are still paid in many instances by the vil- 
lagers out of funds collected in cash or kind’ by them- 
selves. 

The reasons that have hitherto prevented the aboli- 
tion of the tax where it still exists are mainly adminis- 
trative and financial. In the first place, if the charge 
were provincialised, it would be difficult to resist the' 
claim of village chowkidars for higher emoluments cor- 
responding to those of the constabulary. In the second’ 
place, the main justification for the existence of a pan- 
chayat in Bengal and the other provinces where the tax 
is apportioned is the assessment and collection of the 
chowhidari tax. Provincialisation of the village 
police would, therefore, have a serious effect on the cor- 
porate existence of the panchayat, which has been a. 
useful means of educating the people in local self-gov- 
ernment. 

46. These considerations are no doubt partly res- The present 
ponsible for another line of development in the perma- 
nently-settled provinces, namely, to continue the chow- 
hidari tax, but to make it also the basis of a personal 
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tax for local purposes. Both in Bengal and Bihar and 
Orissa, the system has recently been revised in connec- 
tion with the Village Administration Acts, which pro- 
vide for the formation of groups of villages into union 
panchayats charged with duties relating to local sani- 
tation and the decision of simple civil and criminal 
cases. In these areas, power has been given to the 
union itself to raise the chowkidari tax in excess of the 
limit provided by the Chowkidari Act, and the upper 
limit of the tax has been raised from Re. 1 to Rs. 4 a 
month. Proposals for the conversion of the chowhi- 
dari tax into a local tax for general purposes are also 
under the consideration of the Assam Government. A 
development on somewhat similar lines is also taking 
place in the Punjab. Under section 35 of the Punjab 
Village Panchayat Act, 1922, the panchayat may levy 
for local purposes a village rate {haisiyat) which should 
be a multiple or fraction of the amount payable in res- 
pect of the chowkidari tax. These developments may 
be compared with those that are in progress in the case 
of the thathameda and the capitation tax in Burma. 
EyeniEthey 47. It may be added in conclusion that, as in the 
case of the thathameda, there is considerable complaint 
in places of the method of assessment of these taxes by 
panchayatdars, and especially of a failure to appor- 
le^es neeS tiou the Icvy to the ability of particular villagers to pay. 

It is to be hoped that in both cases the conversion of the 
taxes into items of local taxation to be spent for the 
benefit of the locality will remove some of the unpopu- 
larity which at present attaches to them. But it seems 
desirable to point out that, even as local taxes, some 
measure of control over their administration appears 
to be required if they are not to press too heavily upon 
the poorest classes. 

48. To sum up — 

Summary. Roll taxes are far more common than is sometimes 

supposed, especially under primitive conditions ; 
in the case of the fugitive cultivator there is no 
alternative ; 

the thathameda is theoretically little open to objec- 
tion, the capitation tax is more so ; the sea pas- 
sengers tax is open to many objections; 
the rej ection of the last is recommended. The con- 
version of the first two into circumstances and 
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property taxes may be expedited. Even so their 
administration needs control ; 

the endeavours made to replace the arrangements 
under which the villagers taxed themselves for 
watch and ward have led to confusion and in- 
equality ; 

the taxes still levied in certain provinces for this 
purpose are theoretically unobjectionable, but 
are complained of in practice; 

the conversion of these also into a source of local 
taxation, subject to proper control, is recom- 
mended as a desirable development. 
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CHAPTER IV— THE LAND REVENUE. 

Tabt I— Revenue from L.wd used for Agricul- 
tural Purposes. 

49. One item of revenue which has excited more 
Oomtoittee’s interest and criticism than all the others pnt together 
instiaotions. jg derived from the land. In respect of th is mat- 
ter, the Committee’s instructions differ in some respects 
from those relating to other parts of the system. They 
are to include in the enquiry consideration of the land 
revenue only so far as is necessary for a comprehensive 
survey of existing conditions. They are not required 
to make suggestions regarding systems of settlement. 
Diit it is within the scope of their enquiry to study the 
incidence of the land revenue (including waier rates) 
and to point out any defects from the point of view of 
the canons of taxation or any difficulties in readjust- 
ment of the burden of taxation. In subsequent corres- 
pondence it has been added that if, as a result of their 
examination of the question in the light of the above 
considerations, the Committee come to the conclusion 
“Chat there are defects which can be cured without radi- 
•cal changes in any system or systems, they are to point 
out the "defects and leave it to the Governments con- 
cerned to find and apply the cure. If, on the other 
Land, they find so great a divergence in the systems or 
any of them from the accepted canons of taxation that 
a complete change of system is necessary, it is open to 
them to suggest in broad outline the general lines of 
revision which commend themselves to them. 

Arrange- proposed in the first place to make a brief 

mentsin survey of the systems of land taxation in other coun- 
comtries. indicate the points of similarity between 

them and the Indian sptems, and to bring out by con- 
trast the more distinctive features of the latter. The 
income of the State from land in most countries is 
derived from two main sources — (1) State domains, (2) 
taxation of property in or income derived from land, 
state earlier Middle Ages the royal domain was 

IdomamT. iu most European countries the main basis of public in- 
come, but owing to the extravagance of kings, which 
often took the shape of generous gifts to court favour- 
ites, to the growth of new ideas, to changes in the sys- 
tems of government, and to various other causes, the 
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State revenue from this source has dwindled in most 
cases to a comparatively insignificant figure. In the 
case of the local revenues, however, public lands com 
tinue, particularly in Prance and Germany, to be a very 
important source of income. The French eommynes 
hold several million acres of forest and other lands,* 
while there are very few towns in Germany which do 
•not own a considerable proportion of the land within 
their administrative areas. In fact, posse.ssion of land 
is a common feature of communal life generally in the 
•German States, and there are some cases in which the 
yield of public forests and other lands is so large that 
it is unnecessary to resort to taxation for loc'al pur- 
poses, t 

The land tax is one of the oldest taxes, and there is 
hardly any country in the world that does not levy it in 
some form or other. The methods adopted, however.' 
vary considerably. 

Thus, it may be based on (a) the capital value, -which 
IS usually determined periodically with reference to the 
sale value; (b) the unimproved or public value, /.<?., 
such part of the capital value as is not due to the cfiorts 
or investment of the owners or occupiers; (c) the net 
produce, i.e., the gross produce less the cost of produc- 
tion; (d) the.aniuial. value, i.e., the gross produce loss 
the cost of production and earnings of management ; or 
{q) the net income of the farmer, ?.<?., the earnings of 
management 'jilus the value of the laliour of the farmer 
and his family. 

The following short description of some of the 
typical systems will illustrate the ways in which these 
different bases are used : — 

The land tax in France was until 1914 an ajjpor- 
tioned tax assessed on the net produce of the land, i.e.^ 
the income which the owner secured after deducting 
from the gross produce the cost of cultivation, sowing, 
harvesting and maintenance of himself and family. It 
was based originally on a cadastral survey begun in 

*Bastable: Public Finance, Book II, Chapter 11, page 171. 

t Dawson . Miinicip.al Life and Governnient in Gonnahr, Cliaplor V. 

J This description is based on — 

(1) Griee. Kational and Local Finance, Chapter VIII; 

(2) Guide Pratique des Iiupots, page 306; and 

(3) Rapport, Lnpot Snr Les Revenue, by M. Jacques-Louis 

Duniesnil, Xo, 3044 — Chauibre Des Deputds, Chap'fcer II, 
page 15. 


(2) Taxstioa 
of land. 


Fcanoe.); 
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1807 and completed in 1850. The survey, however, 
became completely out of date, and the whole system of 
land taxation was reformed between the years 1907 and 
1914. Under the scheme then drawn up, the tax was 
converted into a uniform rated tax assessed on annual 
value, and the rate was fixed in 1914 at 4 per cent, on 
the annual value. It was raised to 5 per cent, from the 
31st July 1917, and to 10 per cent, from the 25th June 
1920. For purposes of assessment, lands are grouped 
into 13 classes according to use to which they are put. 
Lands in the agricultural class are subdivided into- 
further classes not exceeding five with reference to the 
fertility of the soil, the value of the produce and the- 
topographical situation. The classification is made by 
the Controller of Direct Taxes assisted by the Mayor- 
and five classifiers appointed by the Prefect In deter- 
mining the class, the most important factor taken into 
consideration by the Controller is the actual rent paid 
for the piece of land or for similar land in the vicinity. 
The basis of assessment is thus the rent which is actu- 
ally paid to the landlord, or in cases in which the culti- 
vator is himself the owner, the competitive rent for- 
similar land in the locality. Incomes derived from 

■ land are also liable to the general income-tax. 

• Italy. The return from land in Italy is subject in the first 
place to two schedular taxes — 

(1) A tax at a fiat rate of 10 per cent, of the econo- 

mic rent assessed according to a system of 
cadastres, which have been periodically 
revised since 1886. 

(2) A tax at 18 per cent, on the income of the culti- 

vating farmer. 

f If land is let to a farmer, the proprietor pays the 

■ first of these taxes and the farmer pays the second, 
which is a tax common to all kinds of industrial and 
commercial enterprises, and is assessed on the basis of 
declarations by a commission appointed for each dis- 
trict. Incomes of less than 436 lire (£4), which is rais- 
ed in some cases to 800 (£7), are exempt. 

f In addition, both landlord and tenant are liable to 
•the State income-tax, which applies to the aggregate 

* The Committee are much obliged to Dr. Per Jacobsson of the Econo- 
mic and Finance Secretariat of the League of Nations, Geneva, for 
infm-niation on the land revenue systems of Italj’-, Hungary, Austria, 
and other European countries. 
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income received by the tax-payer, his wife and his sons 
of less than 21 years of age, but is assessed on the net 
income after deducting from the total of these separate 
incomes all the other taxes paid, national and local, in- 
surance premia, interest on debts and a sum of one- 
twentieth of the net income for each dependent person. 

The rate varies from 1 to 10 per cent, on incomes of 
over one million lire. 

In addition to this, again, there may be levied for 
local purposes a local surcharge both on the schedular 
taxes and on the income-tax. This surcharge is limited 
to 150 per cent of the first schedular tax, that is, to 16 
per cent of the economic rent. 

The land tax in Hungary is based on an obsolete Hungary, 
survey. The nominal rate is 25 per cent of the cadas- 
tral yield, but Professor Bela Foldes has estimated 
the present incidence of the tax at from 8 to 12 per 
cent. In addition to this, there are — 

(1) A general income-tax, which applies to agri- 
cultural profits, varying from 1 per cent to 
40 per cent with the size of the income, 
the latter rate being applicable to those in 
excess of 200,000 gold crowns. 

f2) A capital tax, the rate of which varies from 1 
to 20 per cent of the net revenue on the 
'capital. 

(3) Certain local surcharges, the rates of which 
vary in different places. 

The combined burden of all these taxes varies from 
15 per cent to 60 per cent of the net annual yield of the 
land. The actual burden depends on the accuracy of 
•the assessments made by the authorities. 

As in Hungary, the land tax in Austria is based Austria, 
on an old survey- In 1913 the nominal rate was 26f 
per cent of the net cadastral yield, which was equi- 
valent to about 10 to 15 per cent of the real yield. 

Tn addition, there were levied local surcharges which 
amounted in many cases to more than the State tax. 

Since the War, the tax has become entirely a local 
levy. It was stipulated in the Reconstruction Law 
that the local authorities should raise the rate to at 
least 75 per cent of the gold value of the tax paid in 
1913, but, as a matter of fact, they have exceeded this 



36 


Ogsecho- 

SlovaMa. 


Bulgaxia. 


Fxussia. 


minimum, and the tax now amounts to 100 to 150 per 
cent of it. 

In addition to the local land tax, an income-tax 
varying from 1 to 42 per cent and a capital tax of 
from 1 to 6 per cent are levied by the Central Govern- 
ment. The combined rate of taxation in the case of 
the largest estates approaches 70 per cent of the 
return, while a landowner enjoying an income of 
about £400 pays 26 to 30 per cent if the assessment is 
made accurately. 

In Czecho-Slovakia, the old Austrian system is 
still in force. The land tax is a State tax and local 
bodies are entitled to levy surcharges, which are often 
very heavy. Agricultural profits are also subject to 
the income-tax and capital tax. 

Up to the year 1921, the Bulgarian land tax was 
based on annual value as arrived at with the aid of a 
cadastre. This tax was abolished in 1921 and an 
income-tax introduced. The system, however, broke 
down completely, since the peasants did not declare 
any income and the whole burden thus fell upon the 
towns. After a change of Government in 1923, the 
old land tax was reintroduced- 

Under the scheme of fiscal reform introduced in 
1893, .the land tax and the building tax in Prussia 
were assigned to local authorities, the Central Gov- 
ernment merely supervising and paying for assess- 
ment. The tax was levied on the annual value of ag- 
ricultural land and was assessed by committees pre- 
sided o^er by a Government Commissioner paid for 
by the State. The cadastre was also maintained at 
the cost of the Central Government. Since 1923, 
however, a State tax has been assessed on the capital 
value of land and buildings, which in the case of ag- 
ricultural property includes value of live-stock and 
machinery. The rate in the case of such property 
varies from .1 to 25 per mille per month. The tax is 
assessed by special committees and collected by local 
bodies, which are also authorised to impose surtaxes' 
approximating to nearly 200 per cent of the State tax. 
Landowners are further subject to a federal income- 
tax, the rates varying from 10 to 60 per cent accord- 
ing to the income. The minimum rate of total 
taxation falling on land has been calculated to be 28 
per cent. 
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In Sweden, the land taxes were abolished during Sweden. 
the*last quarter of the last century and a progressive 
income-tax at rates varying from 5 to 22 per cent has 
become the main tax of the country. In the case of 
incomes from agriculture, the machinery for the levy 
of this is supplemented by a quinqennial valuation of 
all taxable land, and it is open to the landowner or 
farmer to declare his income or to be assessed on an 
income which is assumed to be 6 per cent of the valua- 
tion in the register in each case, and 12 per cent in 
the case of the owner farming his own land. Pro- 
posals have recently been made to add to this income- 
tax a tax on the capital value of land. The rates of 
local taxation j which is levied on the same basis, vary 
from 4 to 16 per cent, the average being 9 per cent.* 

The English land tax in its present form dates Engiand.t 
from the year 1692 and was originally both a property 
and an income-tax, assessed at 4 shillings in the pound 
on the annual value of all land and houses, on per- 
sonalty of every kind, on the stipends of public officials 
and on movable property. Owing to the difficulties of 
annual assessment it was converted into an apportion- 
ed tax in 1697, but it continued to be voted annually 
until 1798, when it was converted by Pitt into a per- 
petual redeemable rent charge. The portion of the 
tax assessed on personal property had declined at a 
very early period and had long fallen out of assessment 
before it was formally repealed in 1833. The unre- 
deemed portion of the tax has thus become a tax 
charged on landed property, subject to which it may 
be bought and sold. In addition to the land tax, an 
income-tax on agricultural profits is imposed as in 
other countries. The farmer’s profits are assumed to 
be a multiple of the annual value of the land unless 
accounts are produced showing them to be less. The 
multiple has varied in recent years from twice the 
annual value to one-half. Land is, of course, also 
subject to a heavy local rate, which is the chief source 
of tax revenue for local purposes in rural areas. 

In these British colonies, the assessment is based Aiistraiia and 
on the unimproved value of the land, in other words New Zealand, 
on that part of the annual, or of the capital, value 

* The facts are taken from the Report of the Committee of Enquiry 
on Taxation of Incomes derived from Farming Operations in South 
Africa, 1919. 

+ ijrmitage Smith : Principles and Methods of Taxation, Chapter IV. 
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of real property which is not due to the efforts or .in- 
vestments of owners or occupiers In most of the 
Australian States, the tax is levied only on the excess 
over a specified minimum, which however, is not de- 
ducted in the case of absentee landlords. The latter 
are in some States subject to further special taxation. 

In New Zealand, small farmers whose holdings are 
worth less than £500 are similarly exempted, but 
there is a graduated tax on the larger estates varying 
from one-sixteenth of a penny to three pence in the 
pound according to the value of the estate. 

In determining the unimproved value of land, im- 
provements are valued only to the extent to which they 
increase the selling value; and increased value due to 
improvements made by the owner is excluded. A 
landholder who is dissatisfied with the valuation 
has the right of calling upon the State to purchase his 
estate at its own valuation. A recent Commission 
has recommended the abolition of graduation. 

Both in Australia and New Zealand the income- 
tax is levied in addition to the land tax.t - 

The land tax in China is apportioned by the 
Central Government among provincial authorities, 
who redistribute it among the districts. For pur- 
poses of assessment land is divided into three classes, 
each of which is sub-divided into three grades accord- 
ing to the fertility of the soil, and the tax assessed 
consists of two parts, one payable in money and the 
other in produce. There is, however, no cadastral 
record, nor even a list of the persons who are liable to 
the tax It is stated that large tracts of land escape 
taxation in consequence, j; 

In Japan, before 1871, the land tax which then 
constituted nine-tenths of the feudal revenues, had 
])een assessed by various methods bv the different feu- 
datories. A careful assessment of the capital value 
was completed in 1889, and the land tax was fixed at 
3 per cent of the capital value of the land, or 50 per 


* Pigou • Economics of Welfare, Part IV, Chapter IV, page 609. 
t Pigou . Economics of Welfaie, Part IV, Chapter IV 
Report of the Committee of Enquiry on Taxation of Incomes deiived 
from Panning Operations in South Africa, 1919. 

I H.'in Liang Huang: Land Tax in China. 
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cent of the annual return, which was estimated at 6 
per cent. The rate has been frequently varied since 
in accordance with the ftnancial requirements of the 
State, and is now 2^ per cent on residential land, 44- 
per cent on cultivated land, and 5-| per cent on other 
lands. These percentages, however, do not represent 
the actual burden, for the cadastre is quite out of 
date. According to the Japan Year Book for 1925, 
the market price of paddy land is estimated by the 
banks at nineteen times the official valuation on which 
the land tax is assessed. In addition to the land tax 
an income-tax is levied on agricultural incomes, ass- 
essed on the net profits during the preceding three 
years.* 


51. From this survey of the systems of land taxa- summary of 
tion in other countries, it will -be observed that the 
taxation imposed generally combines the following the laad taxes 
features:- ' 


(a) A flat rate on capital or annual value. 

(&) A progressive tax on income, which includes 
the income derived from the land. 


(c) In most cases a death duty or other capital 
tax, in some cases both. 


(d) A local rate. 


The tendencies of modern development would 
appear to be as follows : — 

(1) The flat rate is kept comparatively low. In 

France the land tax proper amounts to 
about 10 per cent of the annual value. 
In Italy the schedular land tax amounts to 
10 per cent of the economic rent. In 
Hungary it is 8 to 12 per cent of the cadas- 
tral yield. In Japan it is roughly one- 
fourth of one per cent of the capital value. 

(2) The income from, and property in, land is 

treated for purposes of income-tax and 
death duty on exactly the same footing as 
other incomes and property. 


* Japan Year Book, 1924-1926. 

Financial and Economic Annual of Japan, 1924. 
Article on ‘Japan’ in the Encyclopaedia Britannica. 
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(3) Where an increasing share has been taken of 
the return from land, it has generally been 
taken for local purposes. In Austria, the 
land tax has recently become entirely a 
local tax. In Prussia, the land tax 
proper was levied solely for local purposes 
from IB93 to 1923. Even under the law 
of 1923, the tax on land for local purposes 
is twice the tax levied for State purposes. 
In Italy, the local surtaxes on land often 
amount to 15 per cent of the economic rent. 
In England, the main tax on land is the 
local rate. 

As a consequence, incomes from, and property in, 
land tend generally to bear a heavier burden than in- 
comes derived solely from trade or movable property, 
since the latter are not liable either to the proportional 
land tax or to the local rates. 

These tendencies reflect to some extent the changes 
in the theory of taxation during the last fifty years. 
The principles underlying them may be stated in the 
words of Professor Seligman : “The relation of the 
individual to the local community is somewhat differ- 
ent from his relation to the State at large. The town 
is to a certain extent an association of business inter- 
ests. While therefore the obligation of the citizen 
to contribute to the general burdens should be regu- 
lated by the principle of faculty or ability, it is emi- 
nently proper that, in the case of the local bodies, 
jmore attention should be paid to the principle of 
'benefits. 

. . . An argument of somewhat the same nature . . . 
led to the demand for the real estate tax as one of the 
chief sources of local revenue. A tax on real estate 
is a real tax, a tax on product ; it is not a personal tax. 
Moreover, the real estate tax is an especially good 
local tax, partly because the benefits of local expendi- 
ture accrue primarily to real estate and thus increase 
the faculty of the owner; partly because making it a 
local tax would at once remove from the public arena 
the unseemly disputes about inequality of rates and 
about equalisation, with which the public is scarcely 
less familiar abroad than in America.”* 

* Seligman : Essays in Taxation, page 478. 
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52. Many of the complexities of the question of 
land revenue in India can be traced to the facts that “* 
the Indian systems are the result of a gradual process 
of evolution from indigenous practices, and that they 
have been moulded into their present shape by British 
officers quite independently of one another to suit 
local circumstances in different provinces. It is im- 
possible to bring them under any general description. 

In fact, many of the controversies to which the ques- 
tion has given rise have, as Sir Mountstuart 
Elphinstone remarked, been occasioned “ by applying 
to all parts of the coimtry, facts which are only true 
of particular tracts; and by including, in conclusions 
drawn from one sort of tenure, other tenures totally 
dissimilar in their nature.”! At one extreme there 
is the big zamindar paying a tribute, which in some 
cases is only a nominal one, and at the other cultivator 
of an uneconomic holding, paying a substantial 
portion of his income from land in the shape of land 
revenue. In some parts the assessment is unalterable, 
while in others it is subject to periodical revision. In 
Bengal and some of the other zamindari tracts, there 
are numerous intermediaries, for instance, the zamin- 
dar, the 'patnidar, the dirpatnidar, the sepatnidar and 
others, between the Government and the cultivator, 
while in the ryotwari areas of Bombay and Madras, 
the cultivator in many cases deals direct with the 
Government. In these circumstances, the first step 
towards the adequate discussion of the problems aris- 
ing in connection with the land revenue in India is to 
examine some aspects of the history of the different 
systems. 

53 According to the’ description given by Manu of in ancient 
the fiscal administration of an ancient Hindu State, 


* The history of the Indian systems is based on the following 
authorities : — 

(1) The Ain-i-Akbari. 

(2) Fifth Report on East Indian Affairs, 1812. 

(3) Field ; Landholding and the Relation of Landlord and Tenant. 

Second Edition, 1886. . ,, , t 

(4) Baden Powell Systems of Land Tenure in India, Volume J 

(6) Article on ‘ India ’ in the Bnoyclopsedia Britannica. 

(6) Article m the Imperial Gasaetteer on “ Land Revenue 

(7) Report on the Land Revenue system of Burma, 1921. 

(8) The Bombay Survey and Settlement Manual, 1917, Volume I, 

Historical. 

(9) Moreland : India in the time of Akbar. 

(10) Moreland; Akbar to Aurangzeb. „ ^ -.oc-r n i tt 

t Mountstuart Elphinstone- The History of India, 1857, Book II„ 
Chapter IT, page 73^ 
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the main source of the State revenue was a share of the 
gross produce of all land, varying according to the soil 
and the labour necessary to cultivate it. In normal 
times the share varied between one-twelfth and one- 
^sbsth, but was liable to rise even to one-fourth in times 
of war or other public calamity. The revenue was 
collected, not from individual cultivators, but from 
the community represented by the headman. The ag- 
gregate harvest was collected into a common heap and 
the share of the State was set aside by the headman 
before the general distribution.^^ Between the village 
headmen and the King was a chain of civil officers, 
consisting of lords of single villages, lords of 10 
villages, lords of lords of 100 villages and lords of 
1,000 villages. These were responsible for the collec- 
tion of the revenue, for which they were remunerated 
by fees in kind, by a portion of the King’s share of 
the produce, or by holding land revenue free in virtue 
of their office. 

In the earlier days of the Muhammadan adminis- 
tration, the State share of the gross produce demanded 
by the Hindu kings was converted into the khiraj or 
tribute payable on land in countries under Muham- 
madan rule, though the share taken was greater than 
before. The existing agency of collection was also 
utilised. The rapid expansion of some of the Mu- 
hammadan kingdoms, however, made the collection of 
the revenue under this system a difficult process, and 
measures were adopted for regulating the collections 
and securing a complete or partial commutation of the 
State’s share of the produce into money. The Insti- 
tutes of Timur embodied the first systematic attempt 
in this direction. Sher Shah (1540-55) made the 
next, but did not reign long enough to give general 
effect to his measures. The third and the most 
famous settlement was that of Todar Mai during the 
reign of Akbar. He had the land measured carefully 
and then divided into four classes according to the 
fertility of the soil. The Government share, which 
was fixed at one-third of the gross produce, was com- 
muted into money with reference to the prices of the 
previous 19 years. The commutation rate was origi- 
nally applied to the actual produce of the year, hiit 
this practice was found to be administratively incon- 

* Article on ‘ India ’ in the Encyclopsedia Britannica. 
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venient. Settlements were therefore concluded on the 
basis of a ten years average The system involved 
the maintenance of an elaborate set of accounts and 
the employment of a host of tax-gatherers, who inter- 
vened between the cultivator and the Supreme Gov- 
ernment. One of these was the zamindar, who was 
unknown in his present signification to the early 
Hindu system. Originally he was merely a tax- 
collector, or farmer of the revenue, who agreed to con- 
tribute a lump sum from the portion of the country 
allotted to him. Todar Mai’s settlement continued in 
force without material alteration for nearly a century, 
but as the authority of the Central Government de- 
clined, a number of imposts (known as abwabs) were 
added by the provincial rulers. Sir John Shore cal- 
culated that the abwabs imposed by Jafier Khan, 
Shujauddin and Alwardi Khan amounted to about 
33 per cent upon the tumar or standard assessment in 
1658, and the impositions of the zamindars upon the 
ryots to more than 50 per cent of the same.* 

54. Such was the state of the land revenue admin- under tte 
istration when the East India Company came into 
possession of Bengal, Bihar and Orissa. They at 
first attempted to administer the revenues through 
supervisors, whose main functions were to determine 
the limits of estates held by zamindars and the rent 
which the actual cultivators ought to pay to them. 

The object of this measure was to protect the cultiva- 
tors from the exactions of the zamindars by the grant 
of fattas or leases, specifying the exact amount to be 
paid by them as rent. The attempt, however, failed, 
and the Company decided to undertake a more direct 
measure of control. The revenues were farmed out 
for five years, and Collectors, with whom were asso- 
ciated Indian Diwans, were appointed to receive 
them. The older zamindars were not, however, re- 
placed by other farmers except in cases where they 
refused to contract for the sums demanded. Owing 
to a variety of circumstances this system also was un- 
successful, and ultimately the Collectors were abo- 
lished and Indian local Collectors were introduced 
under the supervision of six Provincial Committees. 

When the five years for which the revenues had been 

* Minute of Sir John Shore, 18th June 1789, paragraph 41, Fifth 
Report on East Indian Affairs, 1812, Volume II, page 11. 
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farmed out were about to expire, Warren Hastings 
appointed a commission of three officers to collect in- 
formation with a view to reforming the system. As 
a result, the six Provincial Committees were abolished 
and a Metropolitan Committee of Revenue was con- 
stituted in their place. Meanwhile, in 1786, Lord 
Cornwallis had arrived in India with definite instruc- 
tions to give effect to the Act of Parliament passed in 
1784, under which an enquiry was to be conducted as 
to the real jurisdiction, rights and privileges of za- 
mindars, talukdars and jaghirdars under the Mogul 
and the Hindu Governments that preceded the East 
India Company, and the amounts which they were 
bound to pay. The grievances of those who had been 
dispossessed in the course of the tentative and experi- 
mental arrangements were also to be redressed, and 
the revenue was to be based on a review of the actual 
collections of previous years, Lord Cornwallis 
caused elaborate enquiries to be made, and rules were 
issued between 1788 and 1790 for a decennial settle- 
He recommended, however, that instead of 
this a permanent settlement should be introduced, and 
in 1793 his suggestion was acted upon and steps were 
taken for a permanent settlement under a regulation 
which was issued in the same year. 

55. The main features of this permanent settle- 
ment of 1793 were briefly these — 

The perma- (1) The Settlement was made with the zamindars, 
were (declared proprietors of the area,s 
over which their revenue collection extend- 
ed so that they might have .some legal sta- 
tus which would enable them to fulfil their 
obligations to the Government and induce 
them to take an interest in their estates. 
This right was, however, subject to the 
payment of land revenue and to liability 
to have the estates sold for failure of pay- 
ment. The Government also reserved the 
right to introduce any measures they 
might think necessary ‘ for the protection 
and welfare of the dependent talukdars, 
ryots and other cultivators of the soil ’ .* 
(2) The assessment fixed on the land was declared 
to be jonalterable for ever and the Govern- 

* Bengal Permanent Settlement Eegnlation I of 1793. 
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ment specifically undertook not to make 
any demand upon the zamindars or their 
heirs or successors “ for augmentation of 
the public assessment in consequence of 
the improvement of their respective es- 
tates But the Government reserved 
the right to reimpose the sair duties which 
had been abolished in 1790 or any other 
internal duties, and the zamindars were 
not to be entitled to any share of the re- 
venues so collected. 

(3) The assessment was fixed approximately at- 
ten-elevenths of what the zamindars re- 
ceived in rent from the ryots, the remain 
ing one-eleventh being left as the return 
for their trouble and responsibility. 

It will be observed that the revenue collected from 
the zamindars was a very high percentage of the 
Tental. As a consequence, for several years after the 
•settlement, there was widespread default in payment, 

.and since the law enforced the sale of the estates 
directly the zamindars fell into arrears, large numbers 
of estates were put up for sale. It was only as the 
effects of British security made themselves felt and as 
the value of land and its produce rose, and waste: 
lands, which had not been assessed to revenue, were! 
brought under the plough, that the assessment became ’ 
proportionately light. At the same time it has' 
tended to become more and more unequal as time went 
on, since it is obvious that the increment in value in an 
estate which was largely undeveloped at the time of 
the settlement may be many times that which accrues 
in one which was fully developed when the settlement 
was made. 

56. The prevailing system throughout the Bombay The ryotwari 
Presidency and the greater portion of the Madras 
Presidency is what is usually knovm as the ryotwari Bombay, 
system. When the British succeeded to the territo- 
ries of the Nawab of the Carnatic in the beginning of 
the 19th century, there was considerable diversity of 
opinion as to the system on which the land revenue of 
the province should be assessed. The Court of Direc- 
tors, influenced largely by the punctuality of the pay- 

* Bengal Permanent Settlement Begnlation, I of 1793. 
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ment of the revenue, which was perhaps the only re- 
deeming feature of the permanent settlement, directed 
the Madras Government to enter into permanent en- 
gagements with zamindars and where no such inter- 
mediaries existed, to create substitutes out of enter- 
prising contractors. The efforts of the Madras Gov- 
ernment to comply with these orders resulted in a dis- 
astrous failure in almost every case except in the ex- 
treme north and south of the Presidency where the 
zamindars happened to be descendants or representa- 
tives of ancient lines of powerful chiefs. The system 
of ryotari settlement was, therefore, after considera- 
ble discussion, introduced by ^r Thomas Munro. The* 
distinguishing feature of this system is that the set- 
tlement is made with the cultivating proprietor year 
by year, and that he is at liberty to relinquish part of' 
his holding, or, subject to certain conditions to add 
to it by taking up waste lands as opportunity arises. 

In Bombay, when the British came into possession 
of the territories under the Peshwas, the system of 
farming the revenues was in force. The office of 
mamlatdar, who was the collector of revenue, was put 
up to auction among the Peshawa’s attendants, who 
were encouraged, and very often compelled, to bid 
large sums. The mamlatdar in his turn let his- 
district out at an enhanced rate to underfarmers„ 
who repeated this operation till it reached the patels. 
The system resulted in great oppression, and, as El- 
phinstone points out, “ a man’s means of payment, 
not the land he occupied, were the scale on which he 
was assessed When the administration passed 
into the hands of the British, farming was abolished,, 
the revenue was levied according to the actual culti- 
vation, and the assessments were made lighter. Ul- 
timately the ryotwari system, which had meanwhile 
been introduced in Madras, was adopted. 

57. The North-Western Provinces, which came 
under British rule somewhat later, presented a differ- 
ent problem. In Oudh, which was the centre of the 
old Aryan dominion, there were many petty Eajahs 
who had been allowed to contract for a sum of revenue 
and given the name of talukdars. Elsewhere there 
were a few EajaKs who had become revenue zamin- 

* Quoted in the Bombay Survey and Settlement Manual, Volume I, 
page 18. 
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dars, but their number was comparatively small. In 
the rest of the Province, there were found bodies of 
^villagers, claiming descent from chiefs or other not- 
ables who had founded particular villages or obtained 
them on grant, and who laid claim to the whole village 
aroa, including the house-sites. The British Gov- 
ernment recognised the landlord rights of these bodies 
and made them jointly and severally liable for the 
revenue to be paid. In the Punjab, the same system 
of village or mahal settlement was adopted, but on a 
slightly different plan. All these settlements were 
made liable to periodical revision except in the cases of 
certain estates in the United Provinces, which had al- 
ready been brought under the permanent settlement. 

58. In the Central Provinces, the villages repre- The 9 entrai 
sented aggregates of cultivators, each claiming his 

own holding and nothing more. Under the Mah- 
rattas the revenues of the villages had been farmed out 
to individuals called 'patois or malguzars. These men 
had in course of time acquired a quasi-proprietary 
position. When the British came into possession of 
the territory they were made proprietors and became 
responsible for the payment of the revenue. The 
malguzari settlement is also liable to periodical 
revision. 

59. In Burma there was no land tax before the Burma. 
British conquest. In most places in Lower Burma, 
however, the cultivators paid a tax which varied ac- 
cording to the number of ploughs they used, and the 
rate was often different according as they cultivated 
garden, rice, or dry land. The assessment was sup- 
posed to represent one-tenth of the value of the gross 
produce. After the British annexation the area per 
plough was standardised, and the tax became one on 

the land rather than on the cultivator. The earliest 
rates were supposed to represent one-fifth of the value 
of the gross produce, and the assessment usually fluc- 
tuated with the area under cultivation. In 1879 the 
Government decided that the assessment should re- 
present a portion of the net produce. This was the 
position when Upper Burma was annexed in 1886. 

At the time of the annexation of this province rent 
was paid to the State for the lands which were recog- 
nised as Crown lands, but on private lands 'nothing 
in the shape of rent or tax was levied, the only general 
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tax being the tfiathameda. Since 1893 the rent in 
Upper Burma also has been based on the net produce, 
and a laud tax on private lands has been partially sub- 
stituted for the tliathameda. The present system in 
Burma is very similar to that of Madras, 
p^oy 60. When the settlement with the zamindars of 

gisation. ggugal was made permanent, it was the intention of 
the Court of Directors that the interests of the 
tenants, who had been deprived by the Permanent 
Settlement Regulation of such proprietary rights as 
they had before enjoyed, should be safeguarded. The 
Regulation of 1793, however, did not define clearly the 
rights of the tenant, and so far from conferring any 
security of tenure upon him, the subsequent Regitja- 
tions of 1799 and 1812 placed the tenant practically 
at the mercy of the landlord. His property was 
rendered liable to distraint and his person to im- 
prisonment if he failed to pay his rent, however ex- 
tortionate it might be. It was only in 1859 that a law 
was enacted restricting the landlord’s powers of en- 
hancement in certain cases. Later, under the Bengal 
Tenancy Act of 1885, which has served as a basis for 
tenancy legislation throughout India, certain privi- 
leged classes of tenants were created. 

In the areas where tenancy legislation is now in 
force two main classes of tenants, namely, occupancy 
and non-occupancy ryots, are legally recognised. The 
qualifications for occupancy rights vary with the 
different provinces. In Bengal and Agra every 
person who has been continuously holding as a ryot 
for a period of 12 years land situated in a village 
acquires the right of occupancy in that village. 
Under the Oudh Act of 1886 such rights were ori- 
ginally recognised only in the case of tenants who 
had had proprietary rights and lost them, but the 
privilege has since been extended to ex-proprietors 
whose proprietary rights have been transferred bj- 
sale or execution. In the Punjab, no tenant acquires 
the right of occupancy by mere lapse of time and the 
privilege is restricted to tenants whose claims are 
based on certain historical grounds. In the Central 
Provinces, the 12-year rule was at first in force, to be 
superseded by one which allowed purchase of occu- 
pancy rights at two and a half times the annual 
rental. That gave way in 1920 to two classes of oc- 
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cupancy tenants, both of whom have transferable 
rights subject to certain conditions. In the zamiii- 
dari estates in Ma'dras, every ryot who was in poss- 
ession of ryoti land when the Estates Land Act of 
1908 was passed, and every ryot, who is admitted by 
the landlord to the possession of land, has a perma- 
nent right of occupancy. There is no corresponding' 
law, however, applicable to tenants under ryotwari 
holders either in Madras or in any of the provinces 
where the ryotwari system is in force. 

Another feature of the tenancy legislation is the 
restriction placed on the enhancement of rent by land- 
lords. In the case of occupancy tenants, the rent can 
generally be enhanced only by agreement or by suit. 

In Bengal such agreements are required by law to be 
in writing, and the enhancement cannot be made 
oftener than once in 15 years, and is also subject to a 
maximum of 2 annas in the rupee. An enhancement 
by suit can be decreed by the Court on grounds of 
lightness of the rent as compared with lands in the 
neighbourhood, rise in prices of staple food crops or 
increase in the productivity of the land due to im- 
provements of the proprietor or to fluvial action. 

The tenant has the right of suing for a reduction of 
rent on the ground of permanent deterioration of the 
soil, or of a permanent fall in the local prices of food 
crops. There are similar restrictions in force in the 
other provinces, and in the Central Provinces the rent 
is fixed by the settlement officer in the case of what 
are known as absolute occupancy tenants for the term 
of the settlement and in that of occupancy tenants 
subject to enhancement every ten years. Even in the 
case of non-occupancy tenants, under most of the 
Tenancy Acts, the rents cannot be enhanced except 
under agreements, which in some provinces are re- 
quired to be registered. 

61. In addition to the rights of ordinary occu- sub-propiie- 
pancy tenants, there are what may be described as aryrigbtB 
sub-proprietary rights, particularly in Bengal. The 
fatni tenures in this province are a development of the 
19th century, the first Regulation dealing with them 
being that of 1819. When a landlord found that 
his estate was too large and unwieldly, or when he 
desired to share with others the responsibility for the 
payment of the land revenue, which in some oases was 
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■yery high, he created a 'patni^ in other words, gave, 
in return for a fixed annual payment representing 
roughly the rental value of the tract, a permanent 
managing lease for part of the estate. The fatnidar 
in his turn frequently divested himself of the trouble 
of direct management by creating tenants of another 
class, the dir'patnidar , and this process has often been 
repeated by the creation of a se'patnidar, and even 
further. The Regulation of 1819 declared the vali- 
dity of these tenures and made them transferable and 
answerable for debt. In the case of arrears the tenure 
can be brought to sale. The Regulation also enable 
the zamindar to demand a fee on the alienation of the 
fatni right and collateral security for half the jama. 

62. The circumstances which led to the creation of 
the land revenue systems and the systems of tenure on 
which their working depends have now been de- 
scribed. The Committee are not concerned with the 
details of the systems themselves, but it seems to them 
essential before proceeding to examine the later devel- 
opments and the application to the systems of the 
canons of taxation to have an understanding of the 
main principles upon which they are based. They 
propose, therefore, in the following paragraphs to 
give a brief description of the systems of temporary 
settlement, embodying in it the chief historical factors 
of importance. 

63. Before examining the more elaborate systems 
of the major provinces, it may be appropriate to 
mention briefly the system in British Baluchistan, 
where the traditional practice of sharing the produce 
still continues. The produce of the land is assigned 
to different factors — (1) land, (2) water, (3) seed, (4) 
plough oxen, (5) labour, (6) State dues. One-sixth 
of the gross produce is usually taken as the revenue, 
but in some cases the State share amounts to two- 
ninths or even one-third. In the case of land ir- 
rigated from a Govermnent source, the share due to 
water {i.e., another one-sixth) is added on to the 
revenue. 

64. The principles of the land revenue settlement 
in the Madras Presidency have not been embodied in 
any statute, and the settlements are made under ex- 
ecutive instructions. The Madras settlements are 
preceded by an accurate survey of each village, which 
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is carried out by a separate survey stafi whiclt 
furnishes the settlement officer with a village map 
accompanied by a descriptive register of all holdings. 
The settlement officer then “divides the soils into' 
certain classes with reference to their mechanical 
composition, subdivides them into sorts or grades with 
reference to their chemical and physical properties 
and other circumstances affecting their fertility, and 
attaches a separate grain value to each grade after 
numerous examinations of the actual outturn of the 
fetaple products in each class and sort of soil. The 
grain value is then converted into money at the com- 
mutation price, based generally on the average of the- 
20 non-famine years immediately preceding the settle- 
ment, for the whole district, with some abatement for 
traders’ profits and for the distance the grain has 
usually to be carried to the markets, and from the- 
value of the gross produce thus determined, the cost 
of cultivation and a certain percentage on account of 
vicissitudes of season and unprofitable: areas is deduct- 
ed, and one-half of the remainder is the maximum 
taken as assessment or the Government demand on the 
land. After this, soils of similar grain values, ir- 
respective of their classification, are bracketed to- 
gether in orders called taramSy each with its own rate- 
of assessment. These rates are further adjusted with 
reference to the position of the villages in which the- 
lands are situated and the nature of the sources of ir- 
rigation. For this purpose villages are formed into* 
groups, in the case of dry. lands, with reference to 
their proximity to roads and markets, and, in the case 
of wet lands, with reference to the nature and quality 
of the water-supply. This accounts for different 
rates of assessment being imposed on lands of similar 
soils, but situated in different groups or under differ- 
ent classes of irrigation. 

The assessment thus fixed represents the commut- 
ed value of the Government share of the surface culti- 
vation, but if minerals are discovered and worked in 
the land, a separate assessment will be levied there- 
for 

These particulars relate to the process of original 
settlement, which has now been completed. At the re^ 

* standing Orders of the Board of Revennep,, ll^dMas, Volnme I,, 
pages 2 and 3. , 
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settlement, which takes place at the close of the thirty 
years settlement period, the settlement officer makes a 
detailed enquiry into the economic condition of the dis- 
trict and then comes to general conclusions as to whe- 
ther there is justification for a change of the rates, 
and bases his suggestions for alteration of the assess- 
ment mainly on these general enquiries and on the 
average variations in prices of food grains during the 
preceding thirty years. The framework of the orignal 
settlement is not usually disturbed unless it is discover- 
ed that it is patently unsound. Under recent orders of 
the Government, whatever the enhancement that might 
be indicated by the enforcement of the half -net rule, it 
has been directed that the maximum enhancement will 
be limited to 18| per cent when the variation of rates 
consists only in a percentage enhancement based on the 
rise in prices. 

65. The process of settlement in Burma is similar 
to that in Madras. For the purpose of determining 
the net produce the tract is divided into homogeneous 
circles, the soils are classified, and the normal outturns 
are valued at local harvest prices. From the value so 
arrived at is deducted the average cost of cultivation, 
including hire of cattle, cost of seed and the hire of 
such labour as is employed to supplement that of the 
cultivator and his family. The rates in Lower Burma 
are so framed that the assessment does not amount to 
more than one-fourth of the net produce. 

It is of interest to note here that in Upper Burma, 
prior to 1901, a distinction was drawn between State 
lands, which were let out on rent, and private lands, 
on which land revenue was levied at a rate equal to 
three-fourths the rent taken on State lands. Under 
Regulation V of 1901, the legal distinction between 
rent on State lands and land revenue on non-State lands 
was abolished, and the rates in both classes of land have 
now been assimilated. Another unusual feature, 
which is common to Burma and the Punjab, is the prac- 
tice over large areas of levying the charge only when a 
crop is grown. 

66. Bombay differs from Madras in possessing a 
definite statute which regulates survey, assessment and 

* lleport of the Sunuar liaiiid Kevenue Comnaittee, Chapter V. 

t The Bombay Survey and Settlement Manual, Volumes I and TI, 
and appendix to the Report of the Biu’ma Land Reveune Committee. 
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other matters connected with settlements and resettle- 
ments. In addition it has reached the stage at which 
the first resettlements have been completed. Under 
section 48 of the Bombay Land Revenue Code of 1879, 
revenue on land is assessed according as it is used for 
agriculture or building or any other purpose. When 
land used for one purpose and assessed for that purpose 
is used for any other purpose, the assessment fixed on it 
is liable to be altered, even during the currency of a 
settlement. 

The system of assessment in Bombay is essentially 
an empirical one. The system originally introduced 
by Mr. Pringle in the Poona district was more or less 
similar to that of Madras, but it broke down comple- 
tely, partly owing to its complexity, but mainly because 
the assessments were too high. A new system devised 
by Mr. Goldsmid and Lieutenant Wingate was intro- 
duced about the year 1840 in Poona, and then with 
.slight modifications extended to the rest of the Presi- 
dency. The procedure adopted by these two officers has 
been concisely described in a joint report submitted by 
them in 1840 : 

‘ ‘ The present condition of the agricultural classes, 
the state of particular villages, the amount of 
the Government realisations, the prices of pro- 
duce, and similar considerations, compared 
with those of preceding years, afford us the 
chief groundwork for determining satisfac- 
torily what abatement or addition should be 
made to the existing Jumma. We also by a 
similar process arrive at an opinion of what 
the rates of the different soils should be, and 
by applying these to the ascertained area and 
classification we find what amount of Jumma 
these rates will produce, and by examining 
whether this is as much in abatement or ex- 
cess of the existing Jumma as our previously 
formed opinions had led us to think necessary, 
we are enabled to correct our first estimate of 
the approximate amount of the Jumma and 
thereby finally settle our rates.”* 

At the original survey the lands were classified after 
-careful enquiries as to their fertility into several 
groups and their relative values expressed in fractions 

* The Bombay Survey and Settlement Manual, VolTime I, page 64. 
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of a rupee, 16 annas representing the best class of soil. 
The classification of the soils was not made with the 
object of basing the assessment on the net produce, but 
merely served as a basis for the apportionment of the 
total demand determined for the area on general con- 
siderations. 

The determination of the assessment involved three 
distinct operations. The talukas were first grouped 
according to “ marked and permanent distinctions 
such as climate, situation and the general condition of 
cultivation. The next process was the determination 
of the total demand for the area under settlement by an 
examination of the revenue and economic history of the 
tract. The third and final operation was the distribu- 
tion of the aggregate thus determined over the indivi- 
dual survey numbers with reference to the soil classifi- 
cation described above. The settlement officer’s final 
decision thus depended “ not upon the formal working- 
out of results based on theory, but rather upon the sub- 
jective impressions of local knowledge and exper- 
ience ”.t 

* Tte United 67. In the United Provinces, the settlement of the' 

rovmoes. revenue is governed by rules framed under the 

United Provinces Land Revenue Act of 1901. The 
settlement operations consist mainly in fixing the rents 
of the mahals or estates concerned. At the commence- 
ment of these operations, the settlement officer inspects 
the villages and groups them into assessment circles 
possessing a general similarity of soil and physical 
character. He then determines the rent rate for each 
class of soil. The chief guide adopted for this purpose 
is the recorded cash rental of lands under ordinary 
crops and held by permanent and responsible tenants 
who depend for their livelihood upon the produce of 
their holdings. These rentals are accepted as the basis 
for assessment unless they are found to be fraudulent, 
inadequate or abnormal. The settlement officer then 
determines the rent rate with reference to the ascer- 
tained rentals, after taking into consideration factors 
such as means of communication; increase of popula- 
tion during the currency of the expiring settlement, 

* The Bombay Survey and Settlement Manual, Volume I,, page 80. 

t The Bombay Survey aoad Settlement Manual, Volume I,, pages 
123-124. 
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crop statistics, and increase in the area cultivated. 
The revenue assessed upon each mahal is nominally 50 
per cent of the net assets calculated on the lines indi- 
cated above, but in determining the percentage various 
considerations, such as the number and circumstances 
of the proprietors, the existence of heavy charges on 
account of malikana and the effect on the proprietors 
of a large enhancement are taken into account. Ano- 
ther factor considered is the caste and consequent capa- 
city of the tenant. The variations due to these among 
other factors are so great that in a recent settlement 
report it is recorded that the assessment on similar 
plots under different conditions of cultivation may 
vary as 7 : 4 : 3.* 

68. In the Punjab, theoretically the revenue is col- 
lected, not from individual cultivators, but from the 
holders or joint holders of large estates, which nor- 
mally coincide with administrative villages. These 
proprietors, however, are in most cases groups of vil- 
lagers, not necessarily of common ancestry, who occupy 
severally quite small holdings of not more than a few 
acres. Although the heads of these groups are recog- 
nised as joint owners and in theory jointly responsible 
for the revenue and represented by one of their number 
as headman or lambardar, in practice the share of re- 
venue due from each is distributed and separately re- 
coverable. Thus, as a general rule, the cultivators are 
in fact peasant proprietors. The standard assessment 
does not exceed half the net assets. These are gene- 
rally estimated on the basis of recorded rentals, which 
are mostly in kind. The terms ‘ net assets ’ and 'rent’ 
are not identical, but generally a full and reasonable 
rent paid by a tenant-at-will is regarded as a suffi- 
ciently near approximation to the net assets and the 
safest guide and measure in estimating them. The 
assessments are therefore in practice based on rents. 
The exact proportion to be paid to the Government is 
fixed after an enquiry into the general economic condi- 
tions of each area or circle of assessment. A peculiar 
feature of the land revenue of this province, as of 
Burma, is the large area in which there is in force the 
system of fluctuating assessments, in other words of 
charging only when a crop is grown. 


The Punjab. 


The Final Settlement Eeport of the Muzaffarnagar District, 1921. 
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69. The system in Berar is similar to that in Bom- 
bay. That obtaining in the Central Provinces is essen- 
tially a zamindari system. The zamindar, or mnlgu- 
zar as he is there called, was originally a farmer of 
taxes, and the present status of landlord was confer- 
red upon him by the British Government, who made 
him responsible for the collection of land revenue in 
his makal. The system of assessment is so closely 
associated with the tenures on which land is held that 
a brief description of the latter is necessary for a clear 
understanding of the problem. There are three classes 
of tenants under the malgrizar— 

(1) Absolute occupancy tenants, whose rents are 

determined by the settlement officer and are 
unalterable during the currency of a settle- 
ment. Their right is heritable and trans- 
ferable subject to pre-emption by the mulcju- 
zar. 

(2) Occupancy tenants, whose rents are also fixed 

by the settlement officer, but are liable to 
enhancement decennially either by agree- 
ment with the landlord or on an application 
by the latter to a revenue officer. This 
right is transferable subject to payment of 
nazarana, or consent money, to the malgu- 
zar. 

(3) Tenants-at-will, who work on the malguzafs 

home farm, which consists of two kinds of 
land known as sir and khudhasht. The 
rack-rented tenant-at-will is found only on 
the sir land, for khudkaslit land cannot be 
leased even for a year without the lessee 
acquiring occupancy right in it. 

The fixation of rents, which is the most important 
settlement operation, is complicated by the general and 
increasing tendency on the part of malguzars to allow 
rents to continue at a low figure and to exact nazaranas 
on new leases of surrendered holdings or on the leasing 
of land for the first time. The practice of levying 
nazamna^ which is in essence the capitalisation of the 
increase of rent, is of comparatively recent develop- 
ment, but it is very widespread, and has resulted in 
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serious evils which have been summarised as follows in 
the settlement report of the Nagpur district in 1917 : — 

(1) The incoming tenant is deprived of most or all 

of his accumulated capital, which he might 
otherwise devote to improving the holding 
or to buying stock. 

(2) Still worse, he may start his tenancy in debt. 

Nazar ana is a very common cause of the in- 
debtedness of tenants in the best parts of 
the district. 

(3) Worst of all, ithe nazarana bften takes the 

form of a bond to the malguzar, or some- 
times the debt is liquidated by service. 

(4) The system leads to disputes between co- 

sharers. 

(5) The revenue of Government is defeated, for 

much of the annual value of the land is 
capitalised. 

(6) The money, being lightly come by, is often not 

used to the best advantage by the malguzar. 

The settlement is a complicated process. The set- 
tlement officer not only fixes the rent to be paid by the 
tenants, but also determines on a similar scale the ren- 
tal valuation of the home farm and of all land held free 
of rent by village servants in lieu of pay, and estimates 
the miscellaneous income from fisheries, water dues, 
fruit trees, grazing and timber rights, etc. Of the 
assets as thus calculated 60 per cent represents the nor- 
mal proportion to be taken as land revenue. It will 
thus be observed that the revenue is based, not on the 
rent which under competitive conditions could be paid, 
nor on the rent which is actually paid, but on the rent 
which the settlement of&cer, having regard to general 
or particular circumstances, considers a reasonable 
enhancement on the rent already paid, and therefore 
fixes as a rent which shall be paid. 

The fixation of rents in individual cases is effected 
by an elaborate system of grouping and soil classifica- 
tion according to what are termed ‘ soil units ’ . The 
soil unit is intended to be a measure of the productive 
capacity of the soil. The value is assumed to depend 
on the average net profits of cultivation, and to each 
class of soil in every position a factor is assigned ex- 
pressing its value relative to other soils, so that the soil 
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unit varies, not only with the fertility of the soil, but 
also with the position of the land. 

70. The principles of assessment described above 
do not apply to certain special tracts, as for instance — 

{a) lands used for tea and coffee plantations in the 
Madras Presidency and Assam, 

(&) lands used for the cultivation of rubber in Bur- 
ma, and 

(c) the khas mahal estates in Bengal and Bihar. 

71. In the Madras Presidency the lands used for 
plantation are usually sold under special rules by auc- 
tion, the upset price being equal in all cases to the cost 
of the survey and the estimated value of the trees stand- 
ing on the lands. They are subject to’ annual assess- 
ment, which is fixed initially at Ks. 2 per acre 
for forest land and 8 annas per acre for grass land 
in the Nilgiris, and generally at Re. 1 per acre 
in the other hill tracts concerned. This assessment is 
liable to periodical revision in the same manner as that 
of ordinary ryotwari land. It is usual to give exemp- 
tion from land revenue for -a term of years in the case 
of land which has been newly planted with coffee, tea, 
cinchona, rubber or other special produce.* 

In Assam, tea gardens are held on leasehold tenure* 
for long terms at low rates of assessment. After the 
expiration of the term of the lease, the land is liable to* 
be assessed under the laws in force, provided that no 
portion of it shall at any time be assessed at a rate 
higher than that payable on the most highly assessed 
lands in the district cultivated with any ordinary agri- 
cultural crop. The market value of land suitable for 
tea cultivation has increased to such an extent that the 
terms under which such land is now settled do not give 
the Government the full value, and encourage specula- 
tion, The Government are considering whether and in 
what form some portion of the increased value can be 
secured for the public revenues.! 

72. The system of assignment of land for the culti- 
vation of rubber in Burma is to some extent similar to 
the system described above. There are stringent con- 
ditions as regards the area to be planted wdthin a spe- 

* Standing Orders of the Board of Eevenue, Madras, Volume I,, 
pages 53-55. 

t Paragraph 4 of Government Order on the Report of the Land 
Revenue Administration of Assam, 1923-24, 
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•cified period, and the assessment is Rs. 3 per acre sub- 
ject to revision in 1936 and thereafter at intervals of 
not less than 20 years. At the revision the rate is not 
to be raised by more than 60 per cent of the rate then 
current. A peculiar feature of the system is that, in 
addition to the land revenue, all rubber produced from 
the area is liable to a royalty under the Burma Forest 
Act of 2 per cent on the net value of the rubber, the 
net value being determined each month by the average 
value in the London market of the previous month, 

"with such deduction as may be prescribed by the Local 
'Government on account of the cost of production, 
freight and other charges. 

73. The management of estates by Government has Khas mauu. 
been retained in many cases in Bengal and Bihar, 

partly for financial reasons and partly for administra- 
tive purposes, since it enables the officers of the Gov- 
ernment to secure an intimate first-hand knowledge of 
the problems involved in the management of landed 
property and of the needs of the cultivating classes and 
the difficulties of landlords. The rent is fixed by the 
Government according to local custom, and the rela- 
tions between the tenant and the Government are re- 
gulated, as in the case of private estates, by the Bengal 
Tenancy Act. 

74. In considering the later developments of the Later 
systems that have just been described, it is important 

to notice two main landmarks, first, the general review the systems in 
of the systems during the regime of Lord Curzon and 
the orders passed thereon, and second, the introduction 
of the Reforms and the discussions that have resulted 
from the recommendations of the Joint Select Com- 
mittee on the question of the land revenue. 

Towards the end of the last century, as a result of a 
series of severe famines and the reprsentations of Mr. 

R. C. Dutt and certain other retired officers of the 
Indian Civil Service, the purport of which was that 
the intensity and frequency of the famines were largely 
due to the impoverishment of the people caused by 
over-assessment, the Government of Lord Curzon 
undertook a detailed and exhaustive enquiry into the 
system of land revenue assessment in all the provinces 
with special reference to the economic effects of the 

* Rules under the Upper Burma Land and Revenue Regulation, 

1889, Chapter VII-A, 
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land revenue. The conclusions arrived at were sum- 
marised in a Resolution issued in 1002, as follows : — 

“ (1) That a permanent settlement, whether in 
Bengal or elsewhere, is no protection 
against the incidence and consequences of 
famine. 

(2) That in areas where the State receives its 

land revenue from landlords, progressive 
moderation is the ke^mote of the policy of 
Government, and that the standard of 50 
per cent, of the assets is one which is almost 
uniformly observed in practice and is more 
often departed from on the side of defi- 
ciency than of excess. 

(3) That in the same areas the State has not ob- 

jected, and does not hesitate, to interfere 
by legislation to protect the interests of the 
tenants against oppression at the hands of 
the landlords. 

(4) That in areas where the State takes the land 

revenue from the cultivators, the proposal 
to fix the assessment at one-fifth of the gross 
produce would result in the imposition of a 
greatly increased burden upon the people. 

(5) That the policy of long-term settlements is 
gradually being extended, the exceptions be- 
ing justified by conditions of local develop- 
ment. 

(6) That a simplification and cheapening of the 
proceedings connected with new settlements, 
and an avoidance of the harassing invasion 
of an army of subordinate officials, are a 
part of the deliberate policy of Govern- 
ment. 

(7) That the principle of exempting or allow- 
ing for improvements is one of general 
acceptance, but may be capable of further 
extension. 

(8) That assessments have ceased to be made 
upon prospective assets. 

(9) That local taxation as a whole, though sus- 
ceptible of some redistribution, is neither 
immoderate nor burdensome. 
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(10) That over-assessment is not, as alleged, a 
general or widespread source of poverty 
and indebtedness in India, and that it can- 
not fairly be regarded as a contributory 
cause of famine.” 

The Government of India further laid down 
liberal principles for future guidance and 
expressed their readiness, where the neces- 
ity was established, to make further ad- 
vance in respect of— - 

“ (11) the progressive and graduated imposition 
of large enhancements; 

(12) greater elasticity in the revenue collection, 
facilitating its adjustment to the variations 
of the seasons, and the circumstances of the 
people; 

(13) a more general resort to reduction of assess- 
ments in cases of local deterioration, where 
such reduction cannot be claimed under the 
terms of settlement.” 

These principles have been followed for the last 
twenty years, with the general result that settlements 
have tended to be conducted more or less solely on the 
basis of prices and rentals, and there has been a con- 
tinuous tendency to reduce the percentage of increase. 

In this respect, the present practice of some Local 
Governments goes much further than the principles 
laid down twenty years ago. 

75. The discussions which were for a time set at Reoommen- 
rest by the issue of the resolution quoted above have JoSsJeo?^ 
been revived by the pronouncement of the Joint Com- committee 
mittee of Lords and Commons to the effect that they 
were of opinion that the time has come to embody in which 
the law the main principles by which the land revenue 
is determined, the methods of valuation, the pitch of 
assessment, the periods of revision, the graduation of 
enhancements and the other chief processes which 
touch the well-being of the revenue payers. They 
added : ‘ ‘ The subj ect is one which probably would not 
be transferred to Ministers until the electorate includ- 
ed a satisfactory representation of rural interests, those 
of the tenancy as well as of the landlords, and the sys- 
tem should be established on a secure and satisfactory 
basis before this change takes place.” This pro- 
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nouncement has led to many discussions in the local 
legislatures, which have been characterised by much 
criticism and no little misunderstanding of the existing 
systems, a widespread belief that they take for the 
Government a much larger share of the produce of the 
land than they actually do take, much emphasis on the 
'expense of settlement and the indefinite nature of the 
results, and generally by a lack of constructive propo- 
sals except either for the introduction of a permanent 
settlement or for the continuation of the existing ar- 
rangements coupled with severe limitations on the deve- 
lopment of the revenue. 

76. Meanwhile some Local Governments have pre- 
pared and others have also introduced Bills designed 
to carry out the wishes of the Joint Select Committee 
with some of the modifications suggested by the legis- 
latures. The main features of these Bills may be sum- 
marised under three heads — 

'(1) The principles of settlement and the determi- 
nation of the standard rate of assessment ; 

(2) the limitation to be imposed on enhancements 

at resettlements; and 

(3) the period of settlement. 

LTuder the proposals which were put forward in 
Madras, and rejected by the Legislative Council at the 
first reading, the theoretical maximum assessment was 
to continue to be half the net produce. The vprecise 
method by which the assessment was to be determined 
was, however, not indicated in the Bill, though the 
various factors which are to be taken into consideration 
in arriving at the figure were specified. According to 
the Punjab Bill, the assessment is to be 40 per cent of 
the net assets in the case of lands cultivated by tenants 
and 33^ per cent in that of all lands cultivated by their 
owners, the term ‘ net assets ’ being defined as the esti- 
mated average annual surplus produce of an estate or 
group of estates remaining after deduction of the ordi- 
nary expenses of cultivation. In the United Provin- 
ces, the assessment is to be ordinarily 40 per cent of the 
net assets, but may vary from 35 to 45, and under cer- 
tain conditions may fall as low as 30 per cent. In the 
Bills relating to the Central Provinces and Berar, the 
principles of settlement are described in general terms, 
and the detailed application of these principles is ap- 
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parently to be regulated by rules to be issued under tho 
statute. 

An important feature of the Bill put forward by 
the Madras Government was the limitation of all future- 
enhancements at resettlement to a maximum of 18| per 
cent, and it is understood that a similar limitation 
has been imported by the Select Committee into the 
Assam Land Revenue Settlement Bill in so far as con- 
cerns the revenue assessed on any individual estate in 
an “ established village In some other provinces, 
the existing rules governing the enhancement of assess- 
ment have been embodied in the Bills. These limita- 
tions are, in the Central Provinces, 100 per cent on 
an individual holding, 66 per cent on the total rentals, 
of a mahal, and 33 per cent on the total rents of a. 
group. In the United Provinces, the enhancement on 
any mahal is not to exceed one-third of the expiring 
demand, unless this limitation would result in fixing 
the revenue at less than one- third of the net assets. A 
similar limitation to 33 per cent on the total assess- 
ment of a group is already enforced by executive order 
in Bombay, where no Bill has yet been drafted. 

In respect of periods of settlement, the Central Pro- 
vinces Bill allows for a period which may vary from 
20 to 30 years ; that for Berar for one which may vary 
from 25 to 35; Madras retains the existing period of 
30 years ; and the United Provinces Bill proposes to ex- 
tend it in all ordinary cases to 40. 

77. It will be observed from the above description Summary of 
of the systems of assessment in the different provinces Sset^eiJ 
that, except in British Baluchistan, the land revenue 
has ceased to represent a portion of the gross produce. 

There are three distinct methods by which the assess- 
ment is calculated. In the United Provinces, the Pun- 
jab and the Central Provinces, the Government demand 
is theoretically based on an economic rent, but actually 
takes many other factors into consideration. In prac- 
tice, the basis of assessment is very much less than the 
economic rent, partly on account of the operation of 
tenancy laws, and partly on account of the deliberate 
moderation of settlement officers. 

In the case of Madras and Burma, the assessment, 
is based on the net produce, i.e., the gross produce 
minus the cost of cultivation. In Madras, the cost of 
cultivation is calculated on the assumption that all 
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labour is hired and includes an allowance for the labour 
of the cultivator and his family. In Burma, no allow- 
ance is made for this item, and tht Burma Land Re- 
venue Committee of 1921 recommended that the Madras 
'procedure should be followed. In practice, in both 
cases, where there is a comparatively large proportion 
of rent-receivers, the rents actually paid by cultivating 
tenants are utilised as a check on the estimates of the 
cost of cultivation, and the net produce as estimated 
by the settlement ofScers is invariably less than the 
competitive rent. 

In Bombay, the rate of assessment is arrived at em- 
pirically with reference to general economic considera- 
tions, and in practice is based on the actual rents paid 
rather than on any theoretical calculations of the net 
produce. 

78. Before entering upon the criticisms that have 
■ been made upon the systems as above described and the 

proposals of the Local Governments for modifying 
them, it seems desirable to examine a question which 
has lain at the root of &,11 discussions of the subject of 
land revenue in the past, namely, whether this item 
of the revenues of the State is of the nature of a tax, 
and so liable to be tested by the canons of taxation, or 
of that of a rent taken in view of the State ownership 
of the land of the country. 

These questions have been the subject of contro- 
versy for nearly a century and a half. In the earlier 
days of British rule, the precise nature of their re- 
lationship with the Government was of very great im- 
portance to the agricultural classes, since the recogni- 
tion of State ownership pf the land implied the theore- 
tical right of the Government to claim the full econo- 
mic rent. The limitations put by the Government on 
enhancements of assessment and the exemption enjoyed 
by the landlords from payment bf income-tax since 
1873 have to a considerable extent relieved the appre- 
hensions of the agriculturists, and the subject has not 
consequently excited much interest during the last 
twenty years. But the proposal made by several of the 
witnesses for the levy of an income-tax on agricultural 
incomes is likely to revive the controversy, and it seems 
therefore desirable to examine the point in some detail. 

79. The Committee are divided on some of the 
points raised by this question, and they therefore pro- 
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pose to consider the problem in relation to specific 
issueSj so as to indicate the nature of the division. 

“The points that arise for discussion are — 

(1) Did^ the State claim exclusive proprietary 

right over the land — 

{a) under Hindu rule, 

ip) under Muhammadan rule 1 

(2) Did the British Government succeed to any 

such right? 

(3) Is the State now the proprietor of land held — 

{a) on zamindari, or 
(&) on ryotwari tenure? 

(4) If not, are the zamindars and ryots, respect- 

ively, the possessors of the proprietary 
right subject to the payment of land re- 
venue ? 

(6) Should the land revenue be described as a tax 
or rent? 

The first two points involve considerations of his- 
tory which have been very completely and exhaustively 
reviewed by eminent writers such as Sir Mountstuart 
Elphinstone, Professor H. H. Wilson and Colonel 
Baden Powell, and also by the Bombay High Court in 
the elaborate judgment in a case from Kanara dis- 
posed of in 1875. 

80. The conclusion arrived at by the High Court The Hindu , 
on the first point may be stated in their own words : 

“ This review of the authorities leads us to the^Sre”*^^^ 
conclusion arrived at also (after careful dis- m the 
cussion of the question) by Professor H. H. ' 
Wilson, that the proprietary right of the 
sovereign derives no warrant from the ancient 
laws or institutions of the Hindus and is not 
recognised by modern Hindu laywers as ex- 
clusive or incompatible with individual 
ownership.”* 

The Muhammadan law that was prevalent during 
Muhammadan rule in Hindustan was that of the 
.school of Hanifa, and one of the greatest authorities 

* Bombay High Court Eeports, Volume XU, 1876. 
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on the subject of land tenures under that law was Colo- 
nel Galloway, who summarised his conclusions as 
follows : — 

“ The soil was the property of the cultivator as 
much as it could be. “Law gave no power, 
policy gave no motive to remove him or to dis- 
turb him, so long as he paid his taxes. When 
he did not, his lands could be attached; and 
so can those of the first peer, holding by the 
firmest tenure of the English law. The right 
of the Indian husbandman is the right 
of possession and of transfer ; and the rate of 
his land tax was fixed; often indeed the 
amount. In what respect, then, is his right 
of property inferior to that of the English 
landholder? 

On these two points the Committee are unanimously 
of opinion that, under both Hindu and Muliammadan 
rule, the State never claimed the absolute or exclusive 
ownership of the land and definitely recognised the' 
existence of private property in it. 

The condition 81. Before discussing the next point, namely, the- 
position of the landlord and the cultivators under 
British British rule, a brief mention may be made of the state 
snooeeded. affairs during the chaotic period that intervened 
between the death of Aurangzeb and their assumption 
of the administration of the country, since the theory 
has been advanced in some places that, as the authority 
of the Emperors declined, some provincial governors 
and adventurers made a definite claim to the owner- 
ship of land to justify their exorbitant demands. 
There is considerable historical evidence that the land 
revenue and the additional levies superimposed on the- 
standard assessment, in the shape of ahwabs in Bengal 
and pattis in the Maharashtra, constituted a very op- 
pressive tax, and very often made the possession of land 
a burden rather than a privilege. It seems clear, how- 
ever, from the statements of contemporary historians, 
that no such right on the part of the ruler was definitely 
recognised. Sir Mountstuart Elphinstone, who had 
been directed to report on the Mirasi tenure in the 
country under the Mahrattas, summarised the conclii- 


t Galloway : Law and Constitution of India, 1826, page 48. 
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«ions he based on the reports of his three Collectors and 
on his own enquiries as follows - 

That a large portion of the ryots are the pro- 
prietors of their estates, subject to the pay- 
ment of a fixed land-tax to Government; that 
their property is hereditary and saleable, and 
they are never dispossessed while they pay 
their tax, and even then they have for a long 
period (at least thirty years) the right of re- 
claiming their estate on paying the dues of 
Government. Their land-tax is fixed; but 
the late Mahratta Government loaded it with 
other impositions, which reduced that advan- 
tage to a mere name.”* 

In the case of Southern India, Lieutenant-Colonel 
Mark Wilks made the following statement : — 

“We have now passed over the tract which I had 
proposed to trace, and, as I hope, have proved 
to the satisfaction of every impartial mind the 
positive and unquestionable existence of pri- 
vate landed property in India. After prov- 
ing its distinct recognition in the ancient 
Sasters or sacred laws of the Hindoos, we have 
clearly deduced its derivation from that 
source, and its present existence in a perfect 
form in the provinces of Canara and Mala- 
bar, and the principalities of Coorg and Tra- 
vancore, which had longest evaded the sword 
of the northern barbarians : we have found it 
preserved in considerable purity under Hin- 
doo dynasties, and comparatively few revolu- 
tions in Tanjore until the present day; we 
have traced its existence entire, but its value 
diminished, in Madura and Tinnevelly, which 
had experienced numerous revolutions, and 
had long groaned under the Mohammedan 
yoke. In the provinces adjacent and west of 
Madras, which had sustained the close and 
immediate gripe of these invaders, we have 
shewn by ancient documents its immemorial 
existence in former times, and even at the pre- 
sent day the right, in quality, clear and dis- 
tinct, but in value approaching to extinction ; 
and we have observed in the later years of 

* Quoted in Bombay High Court Heports, Volume XII, 1875. 
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the dynasty of Hyder, the perfect landed pro- 
perty of Canara approaching the same un- 
happy state in which the proprietor from fear 
disowned his property, and a small interval 
remained before its very existence would be^ 
buried in oblivion.”* 

As regards Bengal, as late as 1715, when the Com- 
pany applied for a grant of the talukdari of 38 villages 
near their Bengal factory, they were told that they 
would have to purchase the rights of the owners; and 
when Grulam Hussain, the historian, was asked by Sir 
John Shore whether he ought to pay for land of which 
he wanted to take possession, his reply was ' the Em- 
peror is proprietor of the revenue; he is not proprietor 
of the soil ’ . t 

Under the Permanent Settlement Regulation of 
1793, the Government definitely conferred proprietary 
rights on the zamindars in Bengal, and it has been in- 
ferred from this that the Government were the actual 
proprietors at the time. Further, in Regulations 
XXy and XXXI of 1802 of the Madras Code, it is- 
specifically stated that the property in land belonged tO' 
the Government “by ancient usage”. This point, 
however, has been settled by two legal decisions by the 
Privy Council, one in 1828 and the other in 1874.*' In 
the former, in a case relating to Calcutta, the Lord 
Chancellor stated as follows : — 

‘ ‘ Considering with the best attention in my power • 
these papers, they confirm most strongly the- 
opinion I should have derived from the Per- 
manent Regulations, namely, that the pro- 
prietor of the soil had a permanent interest in 
it at the time when the English established 
themselves in that settlement. 

The second judgment is in the case of the Collector 
of Trichinofoly v. Lekkamani and others, decided in 
1874 §. This decision also disposes of any inferences, 
hostile to the right of private property in the soil which 
had been drawn previously from Ilegulations itXN and 
XXXI of 1802. 


* Mark Wilks: Historical Sketches of the South' 

of India, 1810, Volume I, Chapter V, pages 183-185. 

t Baden Powell: Land Systems of British India, Volume I, pages 


1 Indian Appeal Cases, Volume 1, Freeman v. Fairlie, 1828, 

§ Macpherson’s Indian Appeals, Volume I, 1873-74, pages 282 to 315. 



82. While it is thus clear that the British did not Ooion®i 
succeed to any rights of absolute ownership, it would p^u-g 
obviously be dangerous to draw final conclusions of a stmtnaiy. 
general nature regarding the conditions in a vast 
country with a heterogeneous population split up into 
large numbers of small States, each of which had its 
own separate history and which had come under the 
British Government at different periods and under 
different circumstances. Accordingly, Colonel Baden 
Powell has been very guarded in his summary of the 
position of the British Government as follows : — 

“ (1) Government used its own eminent claim as 
a starting point from which to recognise or 
confer definite titles in the land, in favour 
of persons or communities that it deemed 
entitled. 

“ (2) It retained the unquestionable right of the 
State to all waste lands, exhibiting, how- 
ever, the greatest tenderness to all possible 
rights either of property or of user that 
might exist in such lands when proposed to 
be sold or granted away. This right it ex- 
ercised for the public benefit, either leasing 
or selling land to cultivators or to capitalists 
for special treatment, thus encouraging the 
introduction of tea, coffee, cinchona and 
other valuable staples . Or it used the right 
for constituting State forests for the public 
benefit, or for establishing Government 
buildings, farms, grazing grounds, and the 
like. 

“ (3) It retained useful subsidiary rights, such as 
minerals, or the right to water in lakes and 
streams. In some cases it has granted these 
away, but all later laws reserve such rights. 

‘ ‘ (4) It retained the right of escheat ; and of course 
to dispose of estates forfeited for crime, re- 
bellion, etc. 

“ (5) It reserved the right necessary for the secur- 
ity of its income (a right which was never' 
theoretically doubtful from the earliest 
times) of regarding all land as in a maimer 
hypothecated as security for the land rev- 
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enue. The hypothecation necessarily 
implies or includes a right of sale in case the 
revenue is in arrears.”* 

ThfizaBain- 83. The Committee are unanimously of opinion 
tSTpoSoS that, in the case of lands under permanent settlement, 
of proprietory the Government have now no proprietary right, and 
Bu^eet to that as regards hhas mahal estates and waste lands out- 
paj^ent of the permanently-settled areas, they have full p_ro- 
n revenue, ppjgtorship . On the question of their rights in relation 
to ryotwari and other temporarily-settled tracts, the 
Committee are divided in opinion. On the one side, 
the view is held that the position of a ryot in a tem- 
porarily-settled tract is not fundamentally different 
from that of the zamindar so long as he pays the annual 
land revenue, since there is no restriction on the right 
of the ryot to sell or mortgage the land. He is under 
exactly the same obligations to the Government as the 
zamindar, whose estate is also liable to be sold for 
arrears. On the other hand, it is pointed out that the 
ryot, at any rate in some provinces, is in a position to 
relinquish any definite unit of his land, while in others 
the land revenue demand is liable to be revised if the 
land is put to some use other than agriculture. It is 
further contended that the question whether in ryotwari 
and other tracts the Government’s right amounts to a 
partial proprietorship does not admit of a categorical 
reply, since waste lands, the right of the State in which 
is undisputed, have been assigned on different prin- 
ciples, some being leased and others sold outright. 
Instances of such peculiarities arise in the case of the 
Canal Colonies in the Punjab and of certain new 
colonies recently instituted in Burma. It is held to 
follow that, when the Government have assigned waste 
lands permanently subject to payment of land revenue, 
the nature of the contract between the Government and 
the landlord can best be described as a lease subject to 
revision at resettlement. While, however, the Commit- 
tee are not of one mind as to the possibility of arriving 
at an exact and general definition of the position of the 
landholder in a temporarily-settled area, they are 
agreed that in the generality of cases the zamindars and 
ryots are respectively the possessors of the proprietary 
right subject to the payment of land revenue. 

* Baden Powell : Land Systems of British India, Volume I, pages 
234 — ^ 235 . 
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84. Turning now from the question of the tenure to The"nature of 

the nature of the levy itself, the Committee find them- • 

selves unable to record a unanimous and definite finding 

on the vexed question whether the land revenue is a tax 
or a rent, on which they are again equally divided. 

There are undoubtedly some eases in which it is a pure 
rent, such as those of the ground rents in towns or of 
land leased to colonists in Burma, and an element of 
rent prevails in other similar cases. On the other 
hand, the contention that it is a tax is reinforced by the 
facts that the State has never claimed universal owner- 
ship ; that it has conferred proprietary rights in per- 
manently-settled areas ; and that it imposes no restric- 
tion on sale or mortgage in the case of ryotwari land. 

It is argued, in the second place, that the levy differs, 
from a tax and resembles a rent in the fact that it 
cannot be altered to suit the requirements of the State, 
in the long period for which it is fixed, anji in the 
amenities given to the payers of land revenue in the 
shape of rent-free house-sites, the use of common lands, 
the grant of loans and otherwise. To this it is answer- 
ed that there are many functions of a landlord which 
the State does not perform, and that the process of 
assessment and collection is akin to that of a tax- 
collector. Thirdly, it is urged that, whatever the posi- 
tion was originally, the Government demand has in a 
great many cases been amortised in the purchase price 
when lands have changed hands, and no longer operates 
as a tax on present holders. The reply made to this 
is that a similar process may take place in respect of 
any differential tax on capital goods. The controversy 
can only be decided by those who can first agree upon 
definitions of the terms ‘tax’ and ‘ proprietor’ , which 
are themselves subjects of endless dispute, and the 
Committee can best sum up their conclusions by saying 
that, though they are divided in opinion as to whether 
or not the land revenue should be regarded as a tax on 
the individual who pays it, they are agreed that, since 
it forms a deduction from the national dividend, it 
should be taken into consideration in dealing with the 
question of the incidence of taxation on the country as 
a whole. 

85. They now propose, in accordance with their Aj>pHoatiori 
instructions, to examine the application of the canons of 
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of taxation to the land revenue systems, in so far as 
they are applicable. 

86. Certainty , — It will be observed from the des- 
cription of the systems given in the earlier portion of 
this chapter that, generally speaking, the land revenue 
is a demand which is fixed during the currency of a 
settlement, and consequently, once the settlement is 
made, the cultivator knows precisely what he has to 
pay in the shape of assessment on his land. There are 
exceptions to this rule in the case of the fluctuating 
assessments in the Punjab and in Burma, and in that of 
the variable charges which are responsible in a large 
measure for the annual settlements in Madras. On the 
whole, however, it may be said that the canon of cer- 
tainty is satisfied. 

87. Convenience . — ^As regards the ordinary aspect 
of the canon of convenience, namely, convenience of the 
time fixed for payment, the Government policy general- 
ly is to collect the land revenue in instalments at 
periods convenient to the landholder, though in some 
cases it has not always been practicable fully to carry 
out this policy, since the postponement of any instal- 
ment from one official year to the next involves a com 
plete loss of that instalment to the public funds. The 
Committee, however, observe that convenience lias in 
some respects been sacrificed to certainty. The settle- 
ments are based on averages, the Government assess- 
ment in theory representing the sum that may be fairly 
demanded in a normal season. The income out of 
which the assessment has to be paid, however, fluctuates 
(mormously with the vagaries of the monsoon and other 
causes. As the Government of India have remarked 
in their Resolution of 1902, “ the agricultural classes 
have not, as a rule, yet learnt to regard a good harvest, 
not as an occasion for larger expenditure, but as a 
means of insurance against failure of crops In truth, 
to a poor family a short harvest mu«t be a severe 
calamity. The assessment may absorb but a small 
share of the gross produce of its land- But its circum- 
stances depend on the net produce, on which the 
assessment is in higher proportion, and it is obvious 
that on inferior land a substantial deficiency in the out- 
turn may leave no net produce whatever, so’ that fin the 
absence of savings) the assessment can only be paid bv 
borrowing or by stinting the necessaries of 'life. When 
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such a deficiency is frequent the rigid demand of the 
land revenue must add very materially to the hardships 
endured by a poor and uneducated people.”* Some 
relief is given in many provinces by the partial or com- 
plete remission of the assessment when there is a failure 
of the crop, but it is undoubtedly a fact that the 
inelasticity of the land revenue system drives a large 
number of people to the money-lender during bad 
seasons. 

A second source of inconvenience is apt to arise out 
of the long period of the settlements. A tax based on 
the income of the year is met out of it and forms part 
of the family budget and standard of living. One 
that is changed once in a generation, and which is in 
many cases amortised, does not make itself felt in the 
same way, and when the change does come, if it is in 
the direction of increase, it is felt as a serious hard- 
ship . This is mitigated, it is true, by arrangements for 
bringing in the enhancements by degrees, and still more 
so by reducing the extent of the increase to be taken. 

But "that again has the result of reducing the yield of 
the tax, while perpetuating the inequalities in its 
incidence 

A third source of inconvenience arises out of the 
settlement itself. In some provinces, where the records 
are comparatively simple and the settlement is with a 
village as a whole, the process of resettlement involves 
comparatively little disturbance of the village eco- 
nomy. Elsewhere, when the process continues for 
years together and involves meticulous enquiry by a 
very large staff, to be followed by appeals against the 
assessments which are reckoned in thousands, the incon- 
venience and expense to the ryots concerned is undoub- 
tedly very considerable, 

88 Economy . — The application of the canon of eco- The canon of 
nomy is a matter, wide enough to form the subject of 
a separate enquiry, and one which cannot be decided 
on considerations relating to the land revenue alone. 

To take the question of survey and settlement first, 
it has been seen how several other countries, which have 
proceeded on the basis of a cadastre, have let it get 
completely out of date, largely by reason of considera- 

* Resolution of the government of India on the Land Revenue. 

Policy of the Indian Government, 1902. 



74 


tions of expense. India has, in some provinces at any 
rate, the most elaborate revenue survey in the world; 
it combines with this the most elaborate practice of 
f ractionisation ; and the cost of demarcation is greatly 
enhanced by the absence of hedges. The expense both 
of making and maintaining a survey is consequently 
enormous, and more than one Legislative Council has, 
since the Reforms, rejected the vote for the Land 
Records Department. The desirability of reducing the 
expenditure has been abundantly recognised, and 
numerous enquiries and experiments have been made in 
the direction of cheapening the work, but so far with- 
out conspicuous success. On the other hand, there can 
be no doubt that the record serves many purposes other 
than that of revenue — a circumstance which is suffi- 
ciently demonstrated by the fact that similar surveys 
have been found necessary in the permanently-settled 
provinces - 

The inability of the staff to maintain the survey 
Tecord and the accounts which depend on it is respon- 
sible in Madras for a large addition to the cost of a 
settleinent, the prelude to which is the appointment of 
a special staff to bring the village accounts up to date. 
The settlement enquiry itself is marked by much meti- 
culous detail, and it has frequently been pointed out in 
the Councils that the average increase in the year’s 
revenue barely covers the cost of the staff. Of course 
the one is recurring and cumulative while the other is 
not, but the fact is significant when the system is being 
tested by the canon of economy. 

In considering the general staff of the Revenue 
Department, the first point to be noted is that the vil- 
lage organization, which is taken as part of the natural 
order of things when it is paid for by contributions in 
kind or out of the proceeds of village lands set apart, 
becomes at once a target for criticism when its salaries 
are placed on the budget, and that from two opposite 
points of view, the one, the immensity of the total bill, 
and the other, the inadequacy of the salary of the 
individual. Here again, there are numerous duties 
other than those connected with the revenue to be per- 
formed. It can only be said as regards them all that, 
while it is impossible materially to reduce expense by 
breaking up the traditional organization, the attempt 
to regularise it by paying cash salaries has led to the 
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sharp realisation of a burden which was formerly 
accepted as if it were part of the order of nature. 

Immediately above the village staS are the Jcanun- 
gos, or revenue inspectors, whose duties are almost 
entirely connected with the revenue. Generally speak- 
ing, their number depends on the degree of elabora- 
tion of the survey and settlement arrangements and on 
the extent of the fluctuating charges. Thus, in parts 
of the Punjab and Burma, where the sum due by the 
cultiyator has to be reckoned year by year with refer- 
ence to area cultiyated and crop gro^, the Committee 
cannot help thinking that the expense inyolyed is liable 
to be out of proportion to the revenue. Elewhere in 
places considerable expense is involved by the elabora- 
tion of the water-rate rules, while in Madras there were 
a large number of miscellaneous fluctuating charges 
which involved inspections with a view to settlement at 
the annual jamabandi, which is peculiar to this 
province. It is understood, however, that the nxunber 
of these has now been reduced. 

The officers next in rank, namely, the Tahsildars 
and their assistants, are still revenue officers in the 
main, but have a large proportion of their time taken 
up by the work of other departments. Their number 
depends on this as well as upon the degree of elaboration 
of the settlements. In the next grade, that of the sub- 
divisional officers, the proportion of revenue work is 
still further diminished, and it becomes still more so 
when that of the Collector is reached. Above the 
Collectors are Commissioners and Financial Commis- 
sioners or Members of Boards of Bevenue, whose duties 
are largely taken up with land revenue and settlement 
problems. 

The Committee have made several attempts to 
isolate the charges debitable to land revenue with a 
view to comparing the percentages in di:fferent pro- 
vinces with the revenue collected, but they have found 
it impracticable owing to a variety of causes. In the 
case of the village staff, their salaries are sometimovS 
entered on both sides of the account. In other places, 
their remuneration is a percentage on the land revenue, 
which may or may not be taken before the money is 
brought to account. In other places again their remu- 
neration is paid by the villagers themselves, or is met 
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out of the proceeds of lands assigned for the purpose. 
Again, this remuneration in some provinces includes 
that of the village staff for watch and ward, while in 
others a separate tax is levied. In the case of officers 
higher up in the scale, the duties not connected with 
the land revenue vary from province to province, and 
the fractions of the cost which different Local Govern- 
ments propose to debit to the land revenue vary so 
largely that the Committee are not able to arrive at a 
common formula. 

They can only conclude their consideration of the 
application of the canon of economy to the land revenue 
by saying that unquestionably, if the assessment and 
collection of the land revenue were the only matter in 
issue, it would be practicable to devise a scheme under 
which the present revenue could be collected at a much 
smaller cost. The justification of the high cost of the 
settlement and collectorate establishments must there- 
fore be looked for in the great advantages derived from 
the maintenance of the record of rights and the protec- 
tion of the interests of the poorer cultivator, in the 
avoidance of disputes and even riots over questions con- 
nected with the possession of land, and generally in 
directions which do not fall within the scope of the 
terms of reference of the Committee. 


The canon of 
ability. 


89. Ability . — ^In considering the question of the 
application of the canon of ability to the land revenue 
systems in India the Committee desire to emphasise the 
statement of Dr. Gregory that the land revenue is essen- 
tially a tax on things and not on persons, and as such 
it is not a tax to which the doctrine of progression can 
be applied. The canon of ability can thus have only a 
limited application in this case, and in examining it 
the Committee propose to confine their attention to the 
question of the burden of the land revenue on the land, 
in other words, the proportion which the Government 
demand bears to the economic rental or net profits in 
the different provinces. 


^^TCenta e British inherited in most parts of India a 

KSTby^the very oppressive system of land revenue assessment, and 
earlier days of Company rule the rates of assess- 
^ ment adopted by British officers were very high accord- 
’Sfemfluts present standards. Under the Permanent 

Settlement Regulation of 1793, the Government share 
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of the produce, after deducting the cost of collection, 
-was fixed at ten-elevenths, the zamindars being assigned 
one-eleventh as their share, but the Government soon 
began to moderate the severity of their demand. Before 
the end of the 18th century, the State demand had been 
limited to two-thirds of the net assets, and this was the 
ratio adopted in the permanently-settled tracts of the 
Madras Presidency. As a result of a detailed enquiry 
into the incidence of land revenue conducted in 1855, 
certain rules were issued in connection with the settle- 
ment of the Saharanpur district of the North-Western 
Provinces, which definitely fixed one-half of the net 
average assets as the Government demand. This stan- 
dard has since been in force in the North-Western 
Provinces and the adjacent districts of the Central 
Provinces. In Nagpur and the surrounding districts 
the Mahratta Government had taken in some cases over 
76 per cent, and the first order of reduction in this case, 
issued in 1860, reduced the maximum to be taken to 60 
per cent of the gross rental, though in Nagpur, which 
came under British administration in 1854, assessment 
up to 60 per cent of the gross rental was permitted by 
separate orders issued in 1860. In Orissa the rate was 
83-3 per cent in 1822, 70 to 75 per cent in 1833, 65 
per cent in 1840 and about 54 per cent in 1900. In the 
Punjab and in the Madras Presidency, the theoretical 
standard was half the net produce. 

91. This brings matters to the point at which in 
1901 the Government of Lord Curzon undertook the 
detailed enquiry into the burden of land revenue in 
India, the results of which have already been sum- 
marised. 

One result of the orders then issued was to convert 
fhe standard into a maximum, and while in most pro- 
vinces the half net has continued to be recognised as the 
maximum in theory, the actual rate taken has been 
reduced so as no longer to bear any relation to it. At 
the same time, it is extraordinarily difficult to say what 
the present standard is because reductions have been 
made, sometimes for special reasons such as the parti- 
cular condition of different districts, sometimes arbi- 
trarily in accordance with the idiosyncrasies of parti- 
cular officers, and in many cases under rules which 
limit the percentage of increase while leaving the theo- 
Tetical maximum unchanged. 


The changes 
mtraduced 
after 1901. 
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The increase 
compared 
with that in 
prices. 


The difficulty 
of obtaining 
any general 
idea of 
incidence — 
the methods 


92. The best method which the Committee have 
been able to devise of illustrating the effect of all these 
changes is to compare the progress in the land revenue' 
with that ill the net area sown and in the prices, on 
which resettlements mainly depend. 





ludes: 

Index 

Index 

Year. 



number of 

number of 

number 



Land 

the net area 

export 




Eevenue. 

sown. 

pnoe=. 

1903-04 



1000 

100 

100 

1904-05 



97*8 

100 

101 

1905-06 



97*8 

100 

113 

1906-07 



104*8 

103 

135 

1907-08 



97*4 

101 

141 

1908-09 



104*3 

105 

147 

1909-10 



113*5 

107 

129 

1910-11 



102*0 

107 

123 

1911-12 



108*3 

103 

132 

1912-13 



111*5 

108 

141 

1913-14 



112*7 

105 

149 

1914-15 



111*2 

109 

155 

1915-16 



116*6 

107 

150 

1916-17 



115*9 

111 

156 

1917-18 



113*7 

ilO 

160 

1918-19 



113*9 

97 

193 

1919-20 



118*7 

107 

269 

1920-21 



111*5 

102 

273 

1921-22 



125*1 

107 

232 

1922-23 



124*4 

108 

238 

1923-24 



120*4 

107 

217 


It will be observed that, while prices have risen by 
117 per cent, the land revenue has risen by only 20 per 
cent, and that a portion even of this rise must be due to 
the increase by 7 per cent in the area sovrn. 

93. For the reasons just given, which operate bet- 
ween district and district, as well as between province 
and province, it is so difficult as to be almost impos- 
sible to obtain any general idea of the incidence of the 
land revenue. The Committee, however, feel that it is 
incumbent on them to make the attempt and they there- 
fore proceed to examine the five possible standards 
which have been suggested to them, and which are as 
follows : — 

(1) The ratio borne by the land revenue to the 

population. 

(2) The ratio borne by the land revenue to the* 

occupied area, i.e., the average assessment 
per acre. 



79 


(3) A comparison of the assessments per soil unit. 

(4) The ratio borne by the assessment to gross or 

net produce. 

(5) The ratio borne by the assessment to rents or 

annual value. 

The land revenue per head may be distributed over 
*the whole population for comparison between province 
and province, or again over the agricultural population 
for a similar purpose, or over the agricultural popula- 
tion for a larger or a smaller area for the purpose of 
comparing the incidence on the agriculturist with the 
incidence on the industrialist. These comparisons, 
though somewhat frequently made, are of little real 
value. The first is not a comparison of like with like, 
because the proportion of the agricultural population 
to the whole varies in different places, and the second 
because of variations of the fertility of the soil, the size 
of holdings and other conditions. The third may be 
useful as part of a general examination of the incidence 
of the whole system of taxation on classes of the popu- 
lation, but is of little value for other purposes. 

The second method is equally useless for the purposes 
'of the Committee, since any provincial comparisons 
based on such a method are vitiated by the different 
degrees of fertility of the soil, especially when the 
results of irrigation are considered. 

The third method is possible only in provinces 
where a classification of soils with reference to their 
productivity has been made for purposes of assessment, 
.and even there the figures are not comparable for 
regions with inherently different types of soil, nor is it 
found in practice that the classification has been done 
on sufficiently uniform lines to give satisfactory results. 

The fourth method, in so far as it concerns a com- 
parison with gross produce, has been adopted in the 
reports of the Famine Commissions and elsewhere, but 
it is open to the serious objection that the expenses of 
- cultivation vary enormously, not only with the nature of 
the soil, but also according to the crop raised. It is 
quite out of the question, for instance, to base any com- 
parison on the gross yield of a crop of sugarcane, pay- 
ing a water-rate of Rs. 45 an acre, and that of a crop 
of millet on dry land. On the other hand, a comparison 
with net produce, which would be far more satisfactory, 
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is in practice impossible since the expenses of culti- 
vation are not known with sufficient accuracy and it- 
would take years to ascertain them. 

SSJSe remains the last method, namely, a compa- 

themost rison of the percentage borne by the land revenue- 
assessment to the competitive annual value. This is 
finable, accepted by a majority of the Local Governments as 
affording the most accurate basis of comparison if the- 
competitive annual value can be ascertained. Even in 
this case, however, it is pointed out that any compari- 
sons that might be made would need a good deal of 
qualification, since, even where the proportion of 
assessment to rent is similar, there may be other factors, 
such as differences in the fertility of the soil or in the 
proportions of good soil to bad, variations in the com- 
petition for the land, or in the share of the net produce 
taken in the shape of rent, or in the cost of subsistence, 
which may materially affect the real comparative status 
of the cultivator. On these grounds the Government of 
Bombay point out that, for a full comparison between 
provinces, it would theoretically be necessary to exhibit 
how the net produce is divided between tenant, land- 
holder and State, and this would have to be done for 
various standards of net produce per acre for every 
province. Unfortunately it has been found, as a result 
of the Local Governments’ enquiries, not only that any- 
thing in the nature of theoretical perfection is out of 
the question, but that any information at all as to com- 
petitive rents is very difficult to obtain, and when 
obtained shows variations of such a nature as to put the 
striking of an average of any value out of the question. 
It is proposed, therefore, to abstract below simply such, 
information as the Local Governments have been able 
to give the Committee, grouping it for purposes of 
comparison with reference to the general similarity in 
the systems of settlement. In presenting even these 
figures, it seems necessary to repeat the warning issued 
by several Local Governments of the great danger that 
exists of incorrect and misleading conclusions being 
based upon any statistics that are not the result of full 
and detailed enquiry. 

To begin with the permanently-settled areas, it is 
reported both from Bengal and Bihar and Orissa that 
rents are governed by custom and tenancy laws, that a 
competitive rent in agricultural tracts is unknown, and 
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that any attempt therefore to ascertain the economic 
rent would only result in a speculative figure on which 
no reliance could be placed. The only %ures of any 
sort that are available are some relating to the incidence 
of land revenue on customary rents in ten districts in 
Bengal, and of the average percentage borne by the 
total land revenue to the rental value of the land as 
determined for purposes of cesses in Bihar and Orissa. 

In both these cases of course the figure of rental is far 
below the economic rent. The percentage in the first 
case varies from 6-5 to 57-7, with an average of 21 , and 
the average percentage in the second case is 12-5. 

In the case of the Central Provinces, the Local 
Government declare themselves unable to give any 
figures that could be relied upon. 

In the Punjab, the percentage taken of net rentals 
before settlement for 11 districts recently settled varied 
from IS to 27, the average being 17-8, and after settle- 
ment from 19 to 36 per cent, with an average of 25. 

In the United Provinces, the percentage of revenue to 
rental value, which is less than the economic rental, 
inasmuch as it makes no allowance for namrana and 
cesses, varied from 20 to 42 per cent, with an average 
of 27. 

As regards the ryotwari provinces, in the case of 
Bombay, the percentage which assessment bears to rent 
varies from 17 to 50 in different parts of the Presi- 
dency. In Berar, in the case of two cotton taluks 
recently settled, the average is 10 per cent, which may 
be taken as a minimum. In Madras the result of an 
elaborate examination of the question made ten years 
ago showed that the percentage of assessment to rental 
in the case of all classes of leases taken together varied 
from 10-7 to 29-0, the percentage in half the districts 
being less than 17-1. A further comparison in the case 
of the three districts in which resettlements have most 
recently been made shows variations from 6-25 to 24-1 . 

95. The factor which chiefly forces itself on the Theoiufif 
attention in connection with these figures is the extreme 
uncertainty as to what is the share taken of the net relates to the 
produce of the land, which share was till quite recently 
the chief source of revenue of the State. In other 
countries, as has been seen, the land tax is imposed at 
a definite rate upon a definite basis of assessment. In 
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India the basis may be rentals or net assets. The ren- 
tals may be customary, controlled or assumed. The net 
assets may include or exclude the subsistence of the 
cultivator. The rate may vary with the opinion of the 
individual settlement officer as to the circumstances of 
the tract, with the conditions of the district at the 
time of settlement, with the conditions of tenancy, or 
with the opinions of the Local Government of the day as 
to what is a reasonable increase to take. As a conse- 
quence, it is impossible to say what is the incidence of 
the land revenue upon the land, and as has been indicat- 
ed above, the Local Governments have been almost 
unanimous in deprecating the basing of any compari- 
sons upon the figures supplied by them. It seems to 
the Committee that this uncertainty as to both the basis 
of the assessment and the rate is one of the chief res- 
pects in which the Indian land revenue systems are 
open to criticism. 

other defects 96 . It is further evident that the land revenue view- 
ed as a scheme of taxation is not only not progressive, 

summaiiaed. but actually tends in the opposite direction. At one 
end, the large landlords, many of whom are creations 
of the British Government, form one of the classes who 
pay a comparatively small part of their surplus to- 
wards the upkeep of the State. At the other end of the 
scale comes the cultivator of the uneconomic holding, in 
whose case the system of reducing the State’s share 
from a share of the crop of the year to a cash average, 
coupled with the collection of land revenue at harvest 
time, has led to extravagant expenditure by an improvi- 
dent class in good years, followed by indebtedness and 
transfer of lands to money-lenders in the lean ones. 
Meanwhile, one of the most elaborate cadastral surveys 
in the world has facilitated transfers, while the elabora- 
tion of the settlement systems has often resulted in 
producing arrangements which the ryot cannot under- 
stand. Even in cases where the assessment has been 
light, the lightness itself has aggravated these evils, 
since it has had the result of converting many a land- 
holder who would have had to cultivate his land if the 
State’s share had been larger into a rent-receiver living 
on the proceeds of another’s labour. The net result 
has been the creation of a very large number of uneco- 
nomic holdings, the holders of which pay land revenue 
which would inconsiderable if cultivation were inten- 
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sive or on a large scale, but rests as a heavy burden upon 
a small and impoverished holder. 

At the same time, the pressure of the land revenue 
is by no means the sole or even the main cause of a state 
of affairs of which low production, heavy indebtedness 
and excessive fragmentation of holdings are the chief 
symptoms. These must be attributed in the main to 
other causes, such as increase in the population, paucity 
of alternative employments, the law of inheritance, the- 
attachment of the people to the soil and their unwilling- 
ness or inability without assistance to form their estates- 
into economic holdings. 

Nor does it appear that the entire exemption of the 
small holder from land revenue, which has been suggest- 
ed in several quarters, would carry the benefits v/hich 
are generally claimed for it. The exemption would 
either have to be given at settlement or from time to time 
as holdings were broken up below a fixed limit. If 
given at settlement, the effect would be to free certain- 
pieces of land from revenue for a period, and the pro- 
babilities are that these would be sold by the holders, 
who would be able to secure a bonus equal to the capi- 
talised value of the concession. If they were not sold, 
the net yield being 'pro tanto increased, the probabilities 
are that, if the conditions above recited continued, 
there would be further fractionisation and the original 
conditions reproduced. If the exemption was given 
from time to time, as individual cultivators were able 
to show that their holdings were less than the minimum, 
a premium would be put on fractionisation of the eco- 
nomic holdings. Moreover, the heavy loss of revenue 
which would be incurred would have to be made up 
from other sources, and the burden of the relief would 
probably fall on industry and so pro tanto retard its 
development and curtail the demand for labour. In 
the result the position of the poorest holders who 
remained on the land would be no better than before, 
while their chances of alternative employment would be 
diminished. 

The inequality pointed out above as between land- 
holders of different classes may also be said to have been 
aggravated by the conspicuous absence in the Indian 
taxation system, of an income-tax on agricultural 
incomes or a death duty, which serve in the more 
advanced European countrie.9 and Japan to introduce 
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Proposed 
sutstitutes 
for the 
systems. 


Redemption. 


an element of progression in the tax on land. Failure 
to utilise these sources of revenue has tended to shift 
the burden more and more on to the less prosperous culti- 
vators 

It is needless to enlarge on the inelasticity of the 
land revenue. In the pennanently-settled areas it is 
fixed in perpetuity. In those that are temporarily 
settled for a term it is commonly fixed for thirty years. 
The programme of settlement generally results in a 
raoderate growth, the ratio of which tends steadily to 
decrease. This source of revenue therefore affords no 
help to the exchequer in time of stress. On the other 
hand, its very fixity operates hardly on the parties who 
pay it, who become accustomed to a certain standard of 
living in the currency of a settlement and are liable to 
have to change it when it is revised. 

Meanwhile, the tendency which is so conspicious in 
the systems of taxation in Western countries, namely, 
the allotment of this source of revenue mainly for local 
purposes, has not yet made itself manifest to any 
appreciable extent in India. The land revenue in 
India is still largely a direct impost levied almost solely 
for provincial purposes. Only a very small fraction of 
the tax collected from the cultivator is actually used for 
rural development, and the illiterate ryot is’ therefore 
unable to recognise the benefits which he derives from 
the direct tax he pays. 

97. It will be useful to bear these considerations in 
mind in examining three groups of proposals that have 
been placed before the Committee for the replacement 
or improvement of the land revenue systems. The first 
set are based upon the idea of redemption either in 
part or in whole, the second on the substitution of a tax 
on produce for the revenue from the land, and the third 
on the substitution of a system of valuation coupled with 
a definite tax on capital value for the present system 
of ryotwari settlement. 

98. The idea of redemption is generally associated 
rather with a desperate crisis in national affairs neces- 
sitating the raising of a capital sum than with a stable 
system of continuing taxation. It was resorted to in 
England during the Napoleonic wars and also in italv 
in the critical period preceding the declaration of 
Italian unity, when a great part of the State lands and 
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of the confiscated property of the ecclesiastical bodies 
■was sold. In India redemption of the land revenue 
was resorted to on a comparatively small scale for some 
years after the Mutiny, and the result has been the crea- 
tion of a number of revenue- free estates and the loss to 
the public revenues, in so far as they are concerned, of 
any part of the increment due to the advance in the 
value of land and the prices of produce. The scheme 
involves the ‘idea of perpetuity and the risk of a charge 
■of a breach of faith, if any subsequent Government 
finds it necessary at a later stage to impose taxes on 
land. An endeavour has been made to meet these objec- 
tions in the present instance by an ingenious scheme 
•drawn up by Sir Ganga Ram, who has put forward a 
proposal for redemption on a basis which would be suffi- 
cient to cover the normal rate of increment due to re- 
isettlements, and for the investment and deposit of the 
money so paid with the Accountants- General, who 
would then undertake to meet the land revenue demand 
.on lands which might be redeemed from taxation. The 
.advantages claimed for this scheme are that the Govern- 
ment would be saved the expense of making periodical 
settlements, and the cultivator would be free to make 
improvements in his land without any fear of possible 
enhancement of revenue. Further, that it would save 
the expense of yearly collections and would give the 
Government a secure source of income not dependent on 
the vagaries of the season. It is also claimed that it 
would help industries considerably, because the money 
invested would be at the disposal of the industrialists. 
These conclusions appear to involve a series of assump- 
tions of a doubtful nature. In the first place, it is 
assumed that the ryot is able to command the sum 
needed to redeem the land revenue. If he has it in 
hand, there is nothing to prevent him from investing 
the money in Government securities and paying the 
land revenue out of the interest on the sum so invested. 
If he has not, he would either have to borrow money for 
the purpose, or the State would have to advance it and 
recover it in instalments. For the successful working 
-of either plan the amount of capital required would be 
enormous. Though a certain amount might come out 
' of private hoards, most of the money would have to be 
borrowed. If it were borrowed privately, the rates of 
interest, which are already very high in Indian villages. 
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would undoubtedly rise, and it would not pay the land- 
lord to redeem the land by means of money borrowed at 
exorbitant rates unless the rate of capitalisation was 
fixed at a very low figure. In practice, only lowly 
assessed lands that happened to be in the possession of 
money-lenders and capitalists who could not find a, 
better use for the money would be redeemed, and the 
scheme consequently would not benefit the classes for 
whom it is mainly intended. 

If the State were to advance the money, it would 
have to recover it in instalments extending over a period 
of at least twenty years. The amortisation charge 
would obviously be greater than the annual assessment, 
and during all these years the land would be mortgaged 
to the Government as security for the loan. The land- 
lord would thus not only have to pay a sum which would 
be more than the annual assessment, but he would not 
be able to borrow money for agricultural operations 
with the same facility as before. In order to carry on 
under these conditions, he would have to lower his 
standard of living for a term of twenty years. The 
landholders might perhaps be induced to make this 
great sacrifice if there were a fear of oppressive assess- 
ment by the Government, but even the most extreme 
critics of the land revenue policy have never asserted 
that the Government are rack-renting them- 

Another claim advanced on behalf of the scheme is 
that the cost of the revenue establishments would be 
largely decreased by the redemption of the land revenue. 
It is obvious that the reduction would be slight unless 
redemption was universal. The scheme could only be 
brought into force all over India by means of legisla- 
tion making redemption compulsory, which is not 
within the range of practical politics. 

It is unnecessary to examine the other advantages 
claimed for the scheme, but it is obvious that the pos- 
sible assistance to industries is illusory. The total 
amount of money available for agricultural and indus- 
trial purposes would not be increased by any process of 
redemption unless the Government decided to issue 
notes or the landlords melted all their hoarded gold and 
gold ornaments and converted them into currency. 
Either of these processes would result in monetary 
inflation. 
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99. It may be appropriate to notice here certain Buying out 
schemes of an opposite tendency which have been sug- 
gested in the case of zamindari areas. These schemes mtemediaiy. 
depend upon proposals that the Government should 
either buy out all the proprietary rights or those of 
intermediate holders between the landlord and the 
actual cultivator. It seems to the Committee that these 
schemes must fail, if for no other reason, by reason of 
the enormous financial operations involved. To buy 
out all the proprietary rights in the zamindari areas 
would involve the raising of an immense sum of money 
at a comparatively high rate of interest. It would be 
impossible to recover even the interest charge on this 
loan without levying from the actual cultivator, who 
would be left face to face with the Government, some- 
thing in the nature of a full rack-rent, so that, as a 
result, neither the Government nor the actual cultivator 
would be better off than at present. It is therefore un- 
necessary to labour the other results, chiefly of a poli- 
tical nature, that would obviously be involved. The 
buying out of the intermediate holders would be an 
even more difficult financial operation. The interest 
on the amount so expended would have to be recovered 
through the rental, but if the landlord were to be 
placed in the position of the malguzar of the Central 
Provinces, and the land revenue were to be based on 
50 per cent of the rental paid to him, it will be evident 
that he would secure half the profit on the transaction 
.and that, if the Government were not to lose, it would 
be necessary in his case also for the tenant to pay a 
rack-rent. 

100. The second set of schemes which have beenmsubstitu- 
placed before the Committee depend upon the substitu- S 
tion for part or the whole of the land revenue of a produce tax. 
tax on produce, taken either at railway stations or at 
ports of export. These schemes are based on the assump- 
tion that each farmer grows and keeps what is neces- 
sary for his subsistence and sells his surplus, the great 
bulk of which finds its way in due course to a local or 
foreign market by rail or sea. The fact, however, is 
that all farmers do not grow food crops, so that those 
who grow industrial crops would have to purchase their 
necessities out of the proceeds of the surplus which paid 
the tax. Nor does the whole of the surplus go to rail- 
way stations. Much of it is consumed in the locality 
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after a cart journey, and the effect of the tax would be 
to substitute road traffic for railway traffic in many 
cases in which the railway is used at present. A more 
remote effect that would certainly follow would be the 
establishment of factories in the neighbourhood of the 
places of production so as to avoid payment of the tax, 
and this might prove in some cases to be a thoroughly 
uneconomic course. Moreover, a very large part of 
the production which travels by rail does not travel at 
once to its ultimate destination, but goes to an entrepot 
where it is collected and perhaps subjected to some 
initial process of manufacture. Thus produce which 
was put on the rail more than once might pay the tax 
several times over, and this fact, if the tax was persist- 
ed in, would cause a further disturbance of the course 
of trade. Ultimately the effect of all these causes 
would be to reduce tliie quantities of goods paying the 
tax, which would certainly necessitate increasing the 
rates in order to make up for the revenue lost. As the 
rates were increased, particularly in the case of export- 
ed goods, the demand would fall, and the profit of the 
cultivator would decline. In the case of food grains, 
the internal price would fall and the industrial worker 
would benefit at the expense of the cultivator In the 
ultimate result, the cultivator would suffer and land on 
the margin would go out of cultivation . It will at least 
be clear from this foef examination of the case that the 
proposals, in so far as their merit lies in imposing taxa- 
tion on surplus, have nothing to commend them in com- 
parison with the normal method of securing such 
taxation, namely, by including incomes from agricul- 
ture under the general scheme of income-tax, as they 
are included in every other country that levies that tax. 

Imposition of 101. The essential feature of the third set of 
oa^i“ schemes, which are in force in Australia, New Zealand 

value. and Japan, is that the assessment is based on the 

capital value of land. It is claimed for this system, 
first, that it would be clearly intelligible even to the 
most ignorant ryot; secondly" that it would enable the 
legislature to fix the rate of tax according to its financial 
requirements; thirdly, that valuation and assessment 
would be two entirely separate processes, in other 
words, the settlement officer would not assess the tax as 
at present, but would simply perform the function of 
valuation; fourthly, that the valuation would be ex- 
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tremely useful in a number of other respects, as for 
instance in the case of land acquisition or in the event 
of the imposition of a death duty. The objections to 
the scheme are, first, that capital value does not bear a 
constant relation to annual value, but varies with the 
general rate of interest. In the second place, although 
valuation has been a comparatively simple process in the 
Australasian colonies, it has been found a matter of 
extreme difi&culty in European countries, and in India 
would undoubtedly be very expensive. In the third 
place, if equality of incidence is to be maintained, the 
valuation would have to be revised at much more fre- 
quent intervals than those at which districts are 
resettled, while at the same time it would obviously not 
be possible to introduce it completely until all the exist- 
ing settlements ran out. In the fourth place, it is to be 
observed that, while in a ryotwari area there may be a 
single person to whom the whole capital value would 
be creditable in the case of sale, in areas where rents 
are controlled by tenancy legislation there may be two 
or more capital values of different beneficial interests in 
the land to be considered . Lastly, in order to determine 
capital values, the settlement officer would in many 
oases have to estimate the annual value, which is to 
some extent the basis of the assessment at present, so 
that the introduction of a scheme on Australasian 
lines would involve a greater change in the basis of 
assessment than is really necessary. 

102. Meanwhile, it seems to the Committee that it Committee’s 
may be possible to arrive at a result that would be almost ^^e^Siata 
equally satisfactory with much less disturbance of exist- m a new 
ing conditions. Their proposals refer of course only to 

the temporary settlements, since the permanent settle- 
ment is outside their terms of reference. The essentials 
to be sought for in any new scheme of temporary settle- 
ment seem to be, first, that it should be definite as 
regards both the basis and the pitch of assessment; 
second, that it should be as simple and cheap as possible ; 
third, that it should, so far as possible, ease or steady 
the burden on the smallest cultivator; and fourth, that 
it should, in common with the rest of the system of taxa- 
tion, have some element of progression in the case of 
the larger owners. 

103. The basis of assessment is defined under 
present arrangements in a variety of ways, as the net ^J^aTvahie, 
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produce, the net assets, tlie economic rent, the rental 
value and the annual value. Sometimes two or more of 
these mean the same thing, sometimes different mean- 
ings are attached in different places to one or the other. 
It has been seen that the original settlements, which 
were based on a great variety of factors, such as crop 
and soil values, and the expenses of cultivation, have 
been replaced by resettlements, which are based mainly 
on prices and general economic factors. In the carry- 
ing out of these resettlements, an increasing degree of 
importance has been given to annual value as ascertain- 
ed by records of leases and sales and other similar 
factors. This feature has perhaps reached the 
greatest degree of completeness in Bombay, where a 
most accurate record is kept of all leases, and these 
really form the basis of the new settlements. What 
the Committee would recommend is that for the future 
the basis of the settlement should be annual value, by 
which term they mean the gross produce less cost of pro- 
duction, including the value of the labour actually ex- 
pended by the farmer and his family on the holding, 
and the return for enterprise, and that the functions of 
the settlement officer should for the future be limited to 
the ascertainment of this value on a uniform basis under 
such conditions as might be most appropriate in each 
province. 

value 104. There are two matters in connection with the 
“ cOTitroUed determination of annual value to which the Committee 
rents- think it desirable to refer. 

The first is the question of controlled rents. As has 
previously been mentioned, rents are in some cases 
controlled by tenancy laws,'^ in others force of custom 
tends to limit the right of the landlord to exact a full 
economic rent, while in one province the rents of occu- 
pancy tenants are actually fixed by the settlement officer. 
In the case where rents are fixed by free bargain at 
arm’s length, the settlement officer in determining 
annual value will be guided by the rent actually paid, 
but in the cases referred to above the rent will tend to 
be below the true annual value, or in other words a part 
of the annual value will be vested in the tenants. To 
what extent this is the case the Committee have no 
knowledge, the working of the tenancy laws being a 
matter outside their pu^view^ Theoretically, 'the 
proper course would he to determine the true annual 
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value and to divide the charge between the landlord 
and tenant in proportion to the value of their respec- 
tive interests. The Committee feel, however, that the 
adoption of such a course might involve administrative 
and other difficulties which it would be undesirable to 
create. They therefore recommend that, in the defini- 
tion of annual value, it should be provided that, where 
the rent is fixed by the settlement officer or is limited by 
law or by custom having the force of law, such rent 
should be taken to be the annual value. 

The second point is that of nazaranas. A nazarana ^azwtmm. 
is nothing more or less than a premium paid for a lease, 
and is just as much a part of the consideration as the 
rent. The Committee therefore consider that, so long 
as these nazaranas continue, their annual equivalent 
spread over the term of the lease should be added to the 
rent for the purpose of determining the annual value. 

106. As regards the rate, or, as the Joint Select 
Committee described it, the pitch of the assessment, the 
Committee find it almost impossible to make any recom- 
mendation in view of the absence of any definite infor- 
mation as to what percentage is taken of the annual 
value under present conditions What they would con- 
template is that there should be an expert enquiry in 
-each province with a view to ascertaining what is the 
most general rate at present exacted. The local legis- 
lature would then be in a position to fix a common rate 
for the province. These rates would initially no doubt 
tend to conform to the existing pitch of the assessment. 

In future, it would be open to the legislatures to increase 
■or decrease the general rate in accordance with the share 
they thought it fair should be contributed by the la,nd 
revenue to the expenses of the State. From what they 
have read of the discussions of this matter by the legis- 
lative bodies, the Committee anticipate that the 
tendency would be, wherever financial considerations 
permitted, towards standardisation at a comparative- 
ly low rate, as in other countries. What that rate 
should be must depend mainly on the determination of 
the percentage at present taken. In so far as the 
materials before the Committee afford any indication, 
they point to a standard rate of not more than 25 per 
-cent as desirable. 

106. As regards the introduction of the scheme, it 
would be undesirable to make any change during the S)n and 
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currency of existing settlements. It might be un- 
desirable to do so even at the close. If, for instance, 
on a district falling in for settlement, it were found on 
a preliminary examination that the rates of the current 
settlement bore a proportion to the annual value in ex- 
cess of, equal to or nearly equal to the rate fixed by the 
legislature for the time being, then it would be desirable 
to postpone resettlement in such a district until such 
time as the rise of prices had reduced the proportion 
materially below the standard fixed. If in any pro- 
vince it were found that financial circumstances per- 
mitted the fixing of a standard for the future somewhat 
below the present pitch of assessment, then the object 
desired by many of the critics of the present systems, 
namely, an extension of the present settlement, would 
automatically come about and bring with it a reduction 
of expense. Again, it might be found possible, where 
a district had once been settled at the standard rate and 
there was no material change in conditions other than 
in prices, to adopt a percentage increase on the existing 
valuations instead of going through the elaborate- 
process of revaluation. 

107. Meanwhile, the Committee anticipate that, as 
the share of taxation borne by the land revenue tends to 
decrease, there will be a concurrent, if not equal, ten- 
dency to take a larger share of the profits of the land- 
holder in the shape of local taxation. As has been seen, 
such a tendency would be in accordance with those that 
have manifested themselves in most European countries. 
Taxation of this class would be much less unpopular 
than an increase of the land revenue, since it would be 
imposed for local purposes by local bodies, which would 
be largely composed of representatives of the landed 
interests. At the same time it is evident that, while 
the future development of the country will involve an 
enormous increase of expenditure, the services on which 
this money will be spent will be predominantly services 
in which the local bodies are interested. In these cir- 
cumstances, it seems to the Committee to be only right 
that the standardisation of the land revenue should be 
accompanied by a moderate increase in the local rate. 
In the absence of any information as to what the stan- 
dard rate of land revenue will be, it is difficult to 
suggest any limit to be imposed upon the rates, but 
roughly speaking it seems to the Committee that the- 
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maximuin for the ordinary rates should be somewhere 
about 25 per cent of the sum taken as land revenue. 

There would be no objection to the imposition over and 
above this of additional special and temporary rates for 
specific local purposes. 

108. It has been seen that, since the land revenue is The case of 
a tax in rem levied at a flat rate, it would be impossible ouitSS^.* 
either to graduate it or to give exemption to particular 

lands because of the circumstances of the persons who 
cultivate them. It has also been seen that the difficul- 
ties of the poorest cultivator arise, not out of the land 
revenue itself, but out of a combination of circumstances 
of which the chief feature is a large extension of uneco- 
nomic holdings. The real relief of the poorest culti- 
vator in these circumstances is to be found in a better 
system of rural economy generally rather than in a 
change of the land revenue system. In so far as it can 
be relieved by that means, the only measure possible is 
to standardise the rates at a comparatively low figure. 

The Committee have attempted to provide for this, and 
they believe that, inasmuch as the annual value of the 
smallest holdings is inconsiderable, the application of a 
rate of, say, 25 per cent is not likely to involve a heavy 
burden. 

109, As regards the large holder, it seems impos- Tixecaseof 
sible, for the reasons just given above, to introduce an 
element of progression. The only countries which have 
adopted such a plan are some of the Australasian 
colonies where it was adopted with the object of break- 
ing up large estates. While action on these lines is not 
needed in India, the Committee find from the report of 

the New Zealand Taxation Committee that even in that 
case a recommendation has been made for the abolition 
of progression. It seems in these circumstances that 
provision for this element must be found in some other 
part of the taxation system. The obvious ways of 
introducing it are through an income-tax on agncul- 
tural incomes, or through something in the nature of a 
succession duty, or both. The pros and cons of these 
taxes are considered in the appropriate chapters, and 
the question of the adjustment of the system of taxation 
as a whole so as to secure that the burden on the different 
classes shall be more nearly proportionate to their 
ability to pay will be considered in the chapter on the 
Order of Precedence. 
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Part II — Reventje from Non- agricultural Land. 

110. Lands used for purposes other than agriculture 
may be divided into three classes according as they are 
(1) outside the limits of villages or towns, (2) within the 
limits of villages, and (3) within the limits of towns. 

111. The practice in dealing with sites of factories 
and other lands put to industrial or similar uses outside 
the limits of villages or towns varies very greatly in 
different provinces according, largely, to the theories 
that are held of the land revenue. In Burma, in areas 
in which a system of fluctuating assessments is in force, 
a share is taken on behalf of Government only when a 
crop is grown, and land built upon is treated as if it 
were fallow. In the United Provinces, though the law 
'provides for the charge of the usual agricultural assess- 
ment, it is only levied during the currency of the settle- 
ment, and the land is freed of any charge at the close 
In Madras, where there is no statutory provision for the 
assessment of land to land revenue, the demand by the 
State is made in virtue of the King’s prerogative to 
collect a share of the produce. It has been held that 
legally the share of the produce so taken cannot exceed 
the produce itself, and that produce must for historical 
reasons be regarded as agricultural produce. Conse- 
quently, the most that can be taken is the assessment 
fixed on the land as if it were being used for agricul- 
tural purposes. In Bombay and the Central Provinces, 
there is a distinct provision in the law for the re-assess- 
ment of land assessed to land revenue for agricultural 
purposes if it is converted to any other use, and a 
reasonable share of the annual value of the land used 
for purposes other than agriculture is taken. 

It seems to the Committee that the Bombay practice 
is unquestionably the sound one, though care’ should be 
taken not to press the provision too far. The matter 
is one which is likely to be of increasing importance as 
the industrialisation of the country proceeds. The 
question of legislation in respect of the land revenue is 
now under consideration in all temporarily-settled 
provinces, and the Committee would recommend that 
the opportunity be taken to introduce provisions on the 
lines of the Bombay law that, whenever land which is 
.assessed to land revenue on the basis of its crop value is 
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diverted from use for cultivation, it should be liable to 
re-assessment on the basis of its annual value for other 
purposes. 

112. The policy is almost equally variable in respect 
of house-sites in villages. To take first the case of the 
agriculturists. There is to be observed in this case a 
reversal of the state of affairs that might be expected, 
namely, that where land is let to a tenant, provision of 
a house-site should be part of the subject matter in 
respect of which rent is paid. In the khas mahal lands 
in Bihar, where the Government is undoubtedly the 
landlord, a rent is collected on the house-sites of the 
cultivators in the form of motur'pha. In some of the 
ryotwari provinces, where the position of the Govern- 
ment as landlord is disputed, the Government undoubt- 
edly performs this function of a landlord inasmuch 
as it gives the cultivators house-sites free of charge as 
an amenity covered by the payment of land revenue. 
This practice is not, however, universal. Homestead 
land in Assam is usually taken according to its class to- 
be worth about 25 per cent more than the best arable 
land, down to the equivalent of the poorest agricultural 
land in the case of bare house-sites, and is assessed 
accordingly. In Lower Burma, the land revenue 
assessment of non-agricultural land is based on its 
possible agricultural value and not on its non-agri- 
cultural use. When culturable land is used for non- 
agricultural purposes during the currency of a settle- 
ment, it continues to be assessed at the rate that was 
assigned to it at the settlement. When a settlement is 
revised it is usual to assess non-agricultural land at the 
higher rates sanctioned under the new settlement for 
the agricultural lands in the vicinity. 

The same difference of policy prevails, with one 
exception, in the case of other residents in villages. 
These people may be divided into two classes, namely, 
(i) hereditary village artisans, the granting of free 
house sites to whom may be regarded as an extension of 
the amenity given by the Government as landlord to 
agriculturists ; (ii) the money-lenders, traders and other 
inhabitants of the villages, who likewise benefit when 
no levy is made by the amenity granted to the agricul- 
turist, though, as members of a class which contributes 
little towards the general expenses of the State, they 
are in no way entitled to do so. The instance in which* 
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this case differs from that of the agriculturist is that of 
Bombay, where there is provision for the levy of assess- 
ment, but owing to the practical difficulties of discri- 
minating the agriculturist from the traders, the law has 
not been enforced since the year 1886. 

A. further point to be noted in this connection is that 
in the ryotwari areas of the Central Provinces these 
sites are not transferable, so that no saleable title can 
be acquired, and in Madras since 1900 a provision has 
been entered in the grants of this type declaring the 
grant subject to cancellation or levy of ground rent if 
at any subsequent time the village is converted into a 
town. 

In spite of the inconsistency that is apparent in the 
policies pursued, the Committee do not recommend any 
change in respect of the treatment of agriculturists or 
village artisans. They contemplate the possibility, as 
the villages grow, of something in the nature of a house 
tax being levied by village panchayts, but that is a 
very different matter to the imposition of anything in 
the nature of State taxation, which would be indistin- 
guishable in its effects from an addition to the land 
revenue. In the case of the non- agriculturists also, it 
seems to them undesirable to attempt to discriminate, 
for the reasons which led to the abandonment of this tax 
in Bombay. At the same time, in this case they think 
it desirable to observe that the fact that these peo})le 
enjoy an amenity to which they are not entitled offers a 
good ground for the imposition on them of taxation in 
some other form, of which the most appropriate seems 
to be a local tax of the nature of a license or profession 
tax. In all cases, the Committee would recommend, 
where it is not in force, the adoption of a j)ractice 
similar to that which has been mentioned in the case 
of Madras, under which new grants of lands of the class 
in question are made subject to the levy of ground rent 
if and when the village becomes a town. 

113. The case of lands in towns is similar, but far 
more complex. They may be distinguished into four 
separate subdivisions as follows : — 

(1) Lands which were in private possession and 
subject to no taxation at the time when the 
towns came under British rule, and lands 
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which were revenue-free as old village-site 
and subsequently included in towns. 

(2) Lands which have been given by the British 

Government on freehold tenure or other 
tenure of a permanent or semi-permanent 
nature. 

(3) Lands in towns of comparatively recent growth 

which were subject to agricultural assess- 
ment when they were brought within the 
town limits. 

(4) Lands in which the Government still possess a 

title or part title and which have been given 
out under conditions similar to leasehold 
tenure. 

As regards the first of these classes, there is little to Those tiiat 
be said except this ; that building-site lands in towns 
represent a form of property which has in many cases taxation, 
increased very largely in value, especially in recent 
years, and that this is a form of property which pays 
a very small share of its return to the State. While, 
however, this is a point to be borne in mind, it does not 
appear to the Committee that it would be practicable 
at the present day to impose anything in the shape of a 
provincial tax. 

The second case includes such cases as the quit-rent — orpracti- 
lands in Madras, and quit-rent, “ foras ”, and “ pen- 
sion and tax ” lands in Bombay. These cases are in 
a great measure similar to the former. There is no 
doubt that, in respect of many of them, the Government 
have made bad bargains in the past. It is too late to 
remedy these, but the fact remains that here again is a 
class of property that pays a comparatively small share 
of its return to the State. 

The case of lands in towns' that still pay agricul- Those that 
tural assessment is in some respects similar to that of agrio^turai 
factory sites outside the building area, in respect of assessment, 
which it has been recommended that there should be 
adopted generally a law on the lines of that in force in 
Bombay and the" Central Provinces under which, on 
conversion of a land from the use in respect of which it 
has been assessed, it becomes liable to revision of assess- 
ment. The assessment of the lands in question is al- 
ready liable to revision, but in view of the legal opinion 
above quoted in the case of Madras, such revision can 
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in some provinces only be made with reference to« agri- 
cultural conditions. If the law is changed, it will be 
possible to make a revision with reference to the annual 
value instead. Whether and to what extent it will be 
desirable to do so will depend on local circumstances, 
such as the period of time that has elapsed since inclu- 
sion of the lands within town limits, the extent of the 
rise in values and the extent to which amortisation has 
taken place. But provided due notice is given, there 
seems to the Committee to be no reason why the change 
should not be introduced tentatively and by degrees as 
periods of settlement expire. 

114. The last class is by far the most important, and 
includes hhas mahal lands in towns in permanently- 
settled areas, large areas of what are known as nazul 
lands in Northern and Central India, and those that are 
dealt with under the ground rent rules elsewhere. The 
case of the hhas mahal lands in towns has recently been 
the subject of an enquiry in Bengal, which has revealed 
a very considerable loss of revenue through the practice 
of leasing at customary rents and otherwise. For 
instance, in the Orphanganj Market in Calcutta, the 
lease amounts were calculated to return 4 per cent of 
the cost of the building and nothing at all on the value 
of the land, which is estimated at 85 thousand rupees 
a year. This matter is now being set right and a more 
up-to-date practice of leasing adopted State lands in 
Tipper Burma have already been dealt with on this prin- 
ciple, and the Government acts lihe any other prudent 
landlord. In the case of naznl lands in the United 
Provinces, the municipal bodies collect the tax and are 
permitted to keep the proceeds, in the Central Provinces 
the lands are managed by the local revenue officers, but 
the bulk of the proceeds is made over to the municipal 
bodies. It seems doubtful whether under the former 
practice a full return is secured, and it is desirable in 
these circumstances to consider the procedure adopted 
under the orders of the Government of India issued in 
and after 1895 in the case of ground rents, which will 
now be described. 

1 15 . The ground rent lands, for instance in Madras, 
though they were generally assigned on a rent, were 
prior to 1895 settled by settlement officers on principles 
assimilated to those governing the settlements of agri- 
cultural lands, but there was no uniform plan adopted 



99 


in assessing them, and in many cases they were assessed 
on far less than the annual value. In that year the 
Government of India issued orders from which the 
following is an extract : — 

“ The objects which these principles should secure 
are three-fold : first, that the grantees should 
in all cases acquire such security of tenure as 
to afford a sufficient inducement for the ex- 
penditure of capital in building and improve- 
ment; secondly, that the source of revenue 
should in no case be permanently alienat- 
ed, but that a rent should in all cases be fixed, 
subject to periodical revision; and thirdly, 
that the amount of rent to be taken at each 
revision should be subject to such limitations 
as may be necessary to secure the grantee in 
his property. 

The Government of Endia leave it to Local 
Governments and Administrations to decide 
whether sites should be sold, or leased 
granted on a permanent occupancy rig 
But if they are leased, the lease should 
ordinarily be for a shorter period than tiff' 
years, and should in all cases provide for reaie 
wals u]^ to a minimum period of ninety yearss, 
if not in perpetuity. 

Ground rent should in all cases be fixed, l^t 
should not ordinarily exceed 33 per cent of the 
letting value of the site, or be less than the 
highest rate at which land revenue is asses 
on lands in the neighbourhood. It should be 
subject to revision not less frequently or, if the 
grant is in perpetuity, at intervals not longer, 
than thirty years; and at each revision the 
above limitations should apply.'’* 

These principles were to be applied, not only to new 
grants, but also to all renewals of existing leases that 
might fall in. In a subsequent letter! to the Govern- 
ment of Bombay, the Government of India explained 
that it was not their intention that any part of the full 

* Resolution of tlie Government of India, Department of Revenue 
and Agriculture, No. 21-223-12, dated 7t]i October 1895. 

t Letter to the Government of Bombay, No. 1504, dated 7th July 
1.897, published as Appendix J in the Bengal Government Estates 
Manual, 1919. 
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value of such lands should be foregone. They agreed 
with the view of the Government of Bombay that, in 
towns where there was a keen demand for building land 
and sites, the restriction of the ground rent to one-third 
of the full competitive rent was inapplicable, and, if 
adopted, should be accompanied by provisions requiring 
an initial payment to be made by the grantee for the 
remainder of the value. These principles have been 
adopted in most of the provinces In Madras standard 
scales of ground rent have been fixed, and when any 
land has to be disposed of, such one of these scales as 
may be appropriate is applied to the plot, which is then 
sold by auction subject to that rent. The ground rent 
is subject to revision at resettlement. The Bombay 
procedure is more or less similar, and land at the dis- 
posal of Govermnent is usually sold by auction subject 
to a standard rate of assessment, which is revised every 
fifty years. When the rate is revised, however, the 
Government take only half the increased value and leave 
the other half to the owner. In the Punjab, the lands 
are sold subject to an annual payment, which is ]Derio- 
dically revised. In some ca.ses, the value is estimated 
at that portion of the net rent which exceeds a fair 
remuneration for the capital invested in building the 
house. In others the original price of the land is 
compared with the selling price of land in the neigh- 
bourhood and the ground rent is then enhanced by two, 
three or four per cent of the increased value so gauged. 
In the case of new towns, the first assessment of ground 
rent is fixed for five years after sale, and subsequent 
assessments are made at intervals of ten years. In the 
urban areas of the Canal Colonies, a different system 
is followed, and the charge is intermediate between the 
agricultural and the ground rent rate. The urban 
areas are divided into three groups, (a) intra-mural 
sites, (b) extra-mural sites for factories, and (c) extra- 
mural sites for bungalows. The intra-mural sites are 
again subdivided into several classes, and appropriate 
rate are fixed for each class, sites for shops in mandis 
and main streets being charged the highest rate, while 
the menials quarters pay the lowest. These rates are- 
liable to revision at each resettlement. 


are cimmoiSy Another feature deserving of notice in relation 

made oTer to to these Collections is the tendency to hand over the 
gram oipaii ’jv^ole or a large part of them to the local body concern- 
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ed. Where development schemes are in progress and 
there are Government lands within the areas under 
development, it is a common practice to assist the 
scheme by making over the whole or part of the Govern- 
ment ’s title to the lands to the Development Trust. 
Similarly, as has been seen, in the United Provinces 
the whole management of nazul lands and three-fourths 
of the proceeds of the same are made over to the muni- 
cipal councils. A similar practice obtains in the 
Central Provinces, where the municipalities are credit- 
ed with four-fifths of the return. In the Canal 
Colonies of the Punjab, half of the corresponding 
income is made over to them. In Madras, they are 
credited with an amount equivalent to the difference 
between the amount collected and an assumed rate of 
land revenue. All these proceedings embody a recog- 
nition of the fact that the increased return from the 
land is partly due to the amenities provided by the 
municipalities. These tendencies seem to the Com- 
mittee to be in the right direction, and they recommend 
that the practice of making over a substantial fraction 
of the proceeds to the municipal bodies should be 
generally adopted. At the same time, it seems to them 
undesirable that there should be made over with them 
the management of the lands, which seems to be much 
better left in the hands of the revenue authorities. 

117. It remains to mention a proposal that has been 
pressed in several quarters, namely, for the taxation of of unearned 
the unearned increment in land values in towns. This i».crement. 
is a species of property which is especially suitable for 
taxation, and a rough attempt to measure and levy toll 
on such increment has been successfully introduced in 
Germany. A more ambitious measure introduced in 
England was not successful and was withdrawn. 

Four principal cases may be distinguished — 

(1) The attempt may be made to impose the tax 

generally on increments that have already 
accrued since some fixed date in the past; 

(2) the endeavour may be to tax past increments 

in so far as they have accrued to particular 
persons who may realise them in future; 

(3) arrangements may be made to tax future incre- 

ments generally; and 
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(4) arrangements may be made to tax future incre- 
ments in particular cases, especially those 
in which they are due to some new develop- 
ment. 

The first of these courses tends to be both impracti- 
cable and unfair. Not only is it extremely difficult to 
ascertain the value of land at a given past date, but in 
so far as property has changed hands since the date 
fixed, the increment may have been amortised, and con- 
sequently it is unfair to impose taxation on the present 
holder. 

The second plan is more or less akin to that adopt- 
ed in Germany, but in that case no attempt is made to 
separate the value of the site from that of the building, 
and it is therefore not a true tax on increment of land 
value. In India a special stamp duty has been impos- 
ed in some towns on all transfers. While this affects 
the case in which there has been a loss as well as that 
in which there has been an increment, the fact that the 
the duty was imposed at a time of rising prices tended 
to enable the municipalities to secure a small measure 
of taxation on the unearned increment. 

The third plan can only be applied if there is made 
an accurate valuation of all land in the towns concer- 
ned. This was the plan adopted in England under the 
Finance (1909-10) Act, 1910, which broke down owing 
to the complicated provisions for separating the value 
of the site from that of buildings and other improve- 
ments. In these circumstances, it is recommended that 
in India no attempt should be made to eliminate the 
value due to past improvements, but that an account 
should be maintained of improvements effected in the 
future, and that the value attributable to such im- 
provements should be deducted from the value on the 
occasion on which the increment duty is levied. These 
processes require the services of expert valuers, and 
can only be recommended to large towns with highly 
competent staffs, but given that condition, the schemes 
does not appear to be impracticable in India. In the 
case of new extensions or of towns in which a large 
amount of new building is taking place, the process is 
simpler and can more readily be applied . 

The fourth scheme is applicable where a Govern- 
ment or local body is creating new values in lands in 
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towns by town extension or other developments. In 
these cases it is comparatively easy to ascertain the 
values of the premises affected before and after the 
developments, and Acts have already been passed pro- 
viding for the levy of betterment taxation by local 
bodies. These will be discussed in the chapter on 
Local Taxation. 
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CHAPTER V.— THE CHARGE FOR WATER. 

118. The instructions to the Committee direct them 
to include in the enquiry they are to make into the 
question of the land revenue the cognate question of 
water-rates, which term they understand to include all 
the charges of various kinds that are made for water 
for purposes of irrigation. They have already de- 
clared their inability to agree as to whether these 
charges include any element of taxation. And they 
find the subject involved in such a diversity of condi- 
tions, opinions and practice that it is exceedingly 
difficult to set these out clearly in any comparatively 
brief statement. 

119. The subject is one in respect of which, so far 
as its taxation aspect is concerned, there is no great 
amount of help to be gained from the practice of other 
countries. From Italy, France and Spain, there is 
much to be learnt, when India is ready to learn it, in 
regard to the subject of purchase of water by module 
and distribution to farmers by means of co-operative 
irrigation societies. But the Committee have not been 
able to discover how far any element of taxation enters 
into these arrangements. The main irrigation works 
are possessed in some cases by companies, in others by 
the Governments. The former no doubt make some 
commercial profit and, so far as the Committee are 
aware, the Governments do the same, and irrigation 
becomes, from the farmers’ point of view, an element 
in the expenses of cultivation. In addition to this, 
the Governments collect income and schedular taxes 
from them, based on the profits of farming which the 
water helps to create. 

In America, the chief feature of the systems, so far 
as the Committee have been able to ascertain, lies in 
the assistance given by legislation to the establishment 
of companies, which are enabled to raise money by the 
issue of bonds for the construction of irrigation works 
and to collect the interest on the bonds by compulsory 
charges on the lands afiected by such works. The Gov- 
ernment do not enter into the matter further than by 
giving legislative assistance. 

In Egypt, as in some parts of India, there is no 
cultivation without irrigation, and there is no separate 
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water-rate. The payment of land tax confers the 
right to a supply of water and imposes on the Govern- 
ment the obligation to make that supply available. 
According to Strange’s ‘ Irrigation, Roads and Build- 
ings h the irrigation rate in America amounts gene- 
rally to from one-fifth to one-sixth of the value of the 
crop, in Egypt to one-seventh and in India to one- tenth. 

120. To turn next to the case of India. The great of'conditiom 
variety in conditions, opinions and practice has been in India, 
referred to, and may now be examined in more detail. 

The chief of the conditions in respect of which varia- 
tions occur are conditions of rainfall, conditions aris- 
ing out of the configuration of the country, conditions 
of tenure, and conditions of crops. 

The rainfall varies from 461 inches to about one — rainfall, 
hundredth part of that figure. The results are seen at 
the one extreme in areas in which a crop can hardly be 
grown on account of excess of water, at the other in 
areas in which nothing can be grown without irriga- 
tion. Between these extremes every variety of case is 
to be found; swamp land that will grow rice unfail- 
ingly without the aid of irrigation at all, rice land 
where the rainfall requires to be supplemented occa- 
sionally, land that will grow wheat without irrigation 
in a normal year, but requires supplementary irriga- 
tion in occasional years, and land that will yield a good 
crop with regular irrigation and nothing without. 

These considerations afiect the value of the water, 
which in some cases can convert an arid desert into a 
smiling plain, while in others it is really needed only 
in years of scarcity. 

Conditions arising out of the configuration of the -T-configura- 
country have relation chiefly to the opposite aspect of 
the question, namely, the cost of supplying the water. 

In some cases the rivers flood the fields through the 
action of nature. In others they can bVmade to do so 
by flood canals which simply tap a passing supply. In 
others headworks are necessary, but the levels of the 
land still render the construction of distributaries and 
branch channels a cheap proposition. Where the 
country is more cut up, both headworks and distribu- 
taries are apt to increase in cost. And in the .cases ■ 
where there are no rivers, reliance has to be placed on 
reservoirs, which, are more or less expensive or precari- 
ous as circumstances dictate. Another set of consi- 
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derations arises out of the possibilities of an alterna- 
tive supply. Where the level of the subsoil water is 
high, it can be easily tapped. In other cases, it is not 
possible to tap it at all and surface works form the only 
means of irrigation. 

-tenuies, Conditions of tenure vary from the case in which 

the Government render water available to the proprie- 
tors of permanently-settled estates to the case in which 
they lease land commanded by irrigation to members of 
a depressed class. In the first case, the person who 
benefits by the expenditure of the capital of the general 
tax-payer is already enjoying a large unearned incre- 
ment from his land, and there is no reason why that 
should be added to by giving him the means of increas- 
ing the productivity of it for anything less than the 
value of those means to the recipient. At the other 
extreme, the object in view is to induce a man who is 
not actually a cultivator to settle on the land and learn 
to make a profit out of it; and pending his doing so, a 
charge for the water that is equivalent to what it costs 
the Government, or even less, is commonly considered 
to be justifiable. Difficulties of tenure are increased 
where there is a tenant as well as a landlord to be dealt 
with, more particularly if the land revenue is based 
upon a controlled rent. 

— The nature of the crops grown exercises a great in- 
fluence over the charge per acre. A crop such as sugar- 
cane may require a constant supply of water running 
into two seasons. Some varieties of rice require 
enough to make a swamp, others much less. Wheat 
needs regular watering, gram takes less, and so on. 
It is obvious that, so long as there is no system of 
measurement, if a jpair charge is to be arrived at, it is 
necessary to qualify the rate per acre by reference to 
the nature of the crop grown. 

121. It is not to be wondered at that, where such 

adTocated. widely Varying conditions prevail, opinions as to what 
is the proper charge should show variations equally 
wide. At the one extreme are those who argue that 
the supply of water is a service which the State ought 
to perform for its members, and that the charge should 
be limited to the actual cost price. Such a policy seems 
to involve a reductio ad cbbsurdum. Under it, if it 
cost nothing to run the water on to the land, no charge 
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would be made, and as time went on and the easier 
schemes were completed and those in the less favourably 
situated areas were taken in hand, the charge for water 
would rise, often inversely to the benefit derived. IST^r 
does it appear to the Committee to be any answer to this 
argument to say that the State should not discount the 
favours of nature. That idea would strike at the root 
of any land revenue policy based on the varying pro- 
ductivity of the soil. At the other extreme, it is con- 
tended that an irrigation work benefits only a section 
of the community, that the capital out of which it is 
constructed belongs to the general tax-payer, and that 
the State is bound to employ this to the best advantage 
and to take on his behalf so much of the added return 
from the land as will just leave the party using the 
water a sufficient inducement to convert his land from 
dry to wet. Between these extreme points of view there 
are many variations, most of them due to particular 
variants of the conditions of rainfall, nature of the 
works, tenure and crops that have been described above. 
It will be convenient to examine these in discussing the 
practices to which they are related. 

122. The practice in charging for water not only 
varies from province to province, but frequently shows 
variations within the limits of a single province. For 
a clear comprehension of it, a complete study of the 
irrigation systems of different provinces and the con- 
ditions under which the charges have grown up would 
be necessary. The following is a very imperfect 
attempt to bring similar practices together into classes. 

123. It will be well in the first place to deal with 
the broad and generally recognised distinction between 
protective and productive works. The former are 
works constructed with the knowledge that they are 
not likely to pay their way, purely as a preventive of 
the evils of famine. By their very nature they are 
not expected to bring in a full return on their capital 
cost, though indirectly they may do so by avoiding ex- 
penditure of a more wasteful kind on measures of 
famine relief. But it should also be clear that, in the 
words of the Indian Irrigation Commission of 1901- 
1903, ‘‘ apart from the question of famine protection, 
there is no reason why the State should accept a per- 
manent charge on the revenue for the sake of increas- 
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ing the productiveness of land belonging to private 
owners.”* 

This being the case, it is clear that the only consi- 
deration in fixing the charge for water from such works 
is what the parties are able to pay; in other words, the 
rates should be periodically examined with reference 
to prices and other conditions, and if it is found that 
the return from the land is sufficient to enable the cul- 
tivators to pay more than they have been paying for 
the water, the rates should be raised. The Committee 
lay some stress on this point because they have reason 
to believe that there are cases in which cultivators 
under protective works can well afiord to pay more than 
they are paying at present. 

124. To come now to the more general case of pro- 
ductive works. The rates charged may be divided into 
two classes, those charged on the actual cultivator, and 
those charged on the owner of the land, whether he is 
the cultivator or not. 

The rates charged on the cultivator are — 

(1) A consolidated wet rate charged on the settle- 

ment principle of taking a share of the pro- 
duce of the land and water together. 

(2) A consolidated wet rate charged on the same 

plan, but subject to the additional prin- 
ciple that the Government are entitled, on 
the ground of their guaranteeing the supply 
of water, to take a larger share of the pro- 
duce in the case of land so guaranteed than 
they take in the case of ordinary dry land. 

(3) A consolidated rate charged in Sind, where 

the yield of land and water are treated toge- 
ther because without irrigation there could 
be no cultivation at all. 

(4) A difierential rate based on the excess over 

the dry rate, to which a particular piece of 
land is assessed, of the corresponding wet 
rate in the same village. 

(5) A fixed rate, varying generally with the 

nature of the irrigation work and the na- 
ture of the crop grown, and charged by 


Report of the Indian Irrigation Commission, 1901-03, paragraph 99. 
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agreement whether the land commanded is 
cultivated or not. 

(6) A fixed rate based on similar principles,^ but 
charged only on the area actually cultivat- 
ed in the year. 

The rates charged on owners are much less deve- 
loped, but the following may be noted as indications of 
a tendency to add a charge on the owner for the added 
value given to his land to that on the occupier for the 
service rendered to his crop : — 

(1) A fixed charge of Es. 25 per acre in the Kistna 

delta in Madras for the privilege of inclu- 
sion in the guaranteed area. 

(2) The owner’s rate in the United Provinces 

charged under section 37 of the Northern 
India Canal and Drainage Act, 1873. 

(3) The water or canal advantage rate sometimes 

levied in the Punjab. 

(4) There is also a proposal for the introduction 

by law of a cess on the owners of irrigated 
lands in the Deccan districts of Bombay. 

125. The consolidated rate is the plan under which 
70 per cent, of the irrigation revenue of the Madras theconsoii- 
Presidency is collected. It may be doubted whether Madras, 
even theoretically this system is sound. It is based on 
principles of land revenue settlement and the half-net 
theory, the idea being that, just as the State share of 
a dry crop is half the net, so where the State provides 
water as well as land, it is entitled to take the same 
proportion. This idea seems to ignore two important 
differences between the two. In the first place the 
water is supplied to wet land at the expense of the 
general tax-payer, while in the case of dry land the 
Government incur no expense of any sort. Again, the 
return of the cultivator of the dry land is precarious. 

It is true that the assessment is based on an average, 
but that frequently does not help the cultivator. He 
has not the forethought to save out of the return of a 
good season against the chance of a bad one. The re- 
turn to the cultivator of the wet land is guaranteed, 
and the guarantee involves remission, if he is unable to 
gather a crop. Consequently there would be inequa- 
lity between the two cases, even if half the net were 
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taken. Actually, however, what is taken seems to be 
nearer a quarter than half the net. It has been sug- 
gested in the previous chapter that the Governments 
would be well advised to standardise the return from 
the land at or near this comparatively low rate. ^ But 
the considerations that apply to the standardisation of 
the taxation of real property do not apply to the pay- 
ment for services rendered, which forms a large ele- 
ment of the charge for water. If it is agreed that one 
consideration at least in determining the payment for 
such a charge is the value of such a service, in other 
words, that one of the important factors to be taken 
into consideration is the price at which the crop can 
be sold, then it is clear that, under the conditions under 
which the land revenue is collected at present, the con- 
solidation with it of the charge for water is no longer 
appropriate. It is obviously out of the question to 
make a change during the currency of a settlement. 
There may be a difficulty in ever doing so in the case of 
old works. But in the case of all new works at least, 
the Committee would recommend that this system of 
levying the charge should be abandoned. 

-in Burma. 126. In the cases in Burma in which a consolidated 
rate is charged, allowance is made for taking a larger 
proportion of the return in the case of wet land than 
in the case of dry. This is an appropriate recognition 
of the fact that the return in the case of wet land is 
guaranteed. In other respects the criticisms made on 
the Madras system apply. A further criticism appli- 
cable to this system arises from the fact that it is 
coupled with the system of fluctuating assessment, in 
other words complete remission for land that is left 
fallow, which involves, as in the case of the Punjab, 
a very large amount of inspection and calculation. It 
seems to the Committee that in both cases it is legiti- 
mate to apply the theory that land as the chief element 
of production is ultimately the property of the com- 
munity, and that it is the duty of the particular persons 
to whom it is assigned to use it as a means of produc- 
tion, in so far that they may well be charged the revenue 
due whenever cultivation is possible, whether they 
choose to grow a crop or not. This consideration is of 
course only applicable to developed areas and in cases 
where the full amount of water required can be guaran- 
teed. Where an area is under development, it may 
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of course be necessary temporarily to encourage culti- 
vation by a concession of the kind. 

127. In the case of Sind, where, as in Egypt, the 
land will practically yield nothing without the appli- 
cation of water, it is 'prima facie logical to take a com- 
bined charge and to credit nine-tenths of this to the 
irrigation account, but having done this, it appears to 
the Committee to be the reverse of logical to apply to 
the nine-tenths regulations which are properly appli- 
cable only to the one- tenth, such as the long-term settle- 
ment and the limitation of increase. To quote the re- 
mark of Mr. Padshah, made as a Member of the Sugar 
Committee, when irrigated crops rise in value the 
owner of water has as much right to a share in the in- 
crease as the owner of land Moreover, while prices 
tend to vary, as they have of late years, in an upward 
direction, the cost of maintenance of irrigation works 
varies with them. When therefore both the cost of 
supplying the water and the return to be secured by 
its use are thus liable to variation, it does not seem 
desirable to fix the charges that pay for it for too long 
a period of time, for, whatever may be the opinion held 
as to the nature of the claim of the Government to a 
share in the unaided yield of the land, their claim to 
an adequate return for the water provided is incontes- 
table. These arguments apply with even greater force 
to the limitation of increases at settlement to 33 per 
cent. This may be a desirable provision in the case of 
a charge which is partly at least in the nature of a 
rent charge fixed for a generation, but considerations 
which apply to a charge of that nature have no applica- 
tion to a charge for service rendered, which should be 
revised at fairly frequent intervals with reference to 
the cost of rendering the service and the value of the 
same. 

128. The differential water-rate is another Madras 
plan which has been proved after long experience to be 
unsound in theory and exceedingly clumsy to work in 
practice. The theory is based on the assumption that, 
where there are in a village a series of tarams or rates 
of assessment for wet land, and another series of tarams 
for dry, the difference between the rate of the first 
taram wet and the first taram dry will give an equit- 
able measure of the addition to be made to the dry 
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Report of the Indian Sugar Committee, 1920, page 441. 
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assessment, if the dry land is cultivated with a wet 
crop, and similarly with the others. This assumption 
disregards the fact that the wet taram may be for soil 
of one class and the dry taram for soil of quite a differ- 
ent class. Even if this is not the case and similar soils 
are involved, there remains the fact that soils of differ- 
ent classes do not react to irrigation in the same pro- 
portion. Practically the system is difficult of appli- 
cation, since it involves a more or less elaborate cal- 
culation in every case, and even if it were equitable in 
theory, it would be bad in practice so long as it was 
not possible to explain to the ryot in a few words what 
was the rate of charge and how it was arrived at. 

129. Agreement rates arise normally under two 
opposite sets of conditions. - In the one case, as in the 
Deccan districts of Bombay, there is a very large dem- 
and for water by enterprising cultivators, who wish to 
cultivate valuable crops. The rates are revised every 
six years and it is understood that the fixation of them 
is somewhat in the nature of a contract, in the determi- 
nation of which the amount the cultivators are pre- 
pared to pay is taken into consideration. Accordingly 
very high rates, amounting to Rs. 45 in the case of 
sugarcane, are settled. The opposite case is that in 
which the rainfall is nomially sufficient to raise a crop, 
though one or two waterings may improve it. In this 
case the advantage in securing terms for regular sup- 
ply is not only on the part of the cultivator, but also 
on that of the Government, which as a consequence of 
a guaranteed payment, secures a measure of insurance 
on the works and so is enabled to reduce the expendi- 
ture on distributaries. This system has been very logi- 
cally worked out in the Central Provinces where culti- 
vators who agree to take water for a term of years, 
whether they require it or not, are charged at a lower 
rate than that charged to those who take water only 
when there is a shortage of rainfall. Under a recent 
amendment of the law, provision has been made by 
which a four-fifths majority of the cultivators of a 
village can enforce the system of agreement upon all 
the owners of lands under a particular work in the 
village. In the United Provinces the demand is simi- 
larly unstable, but for a different reason. In the Cen- 
tral Provinces, there is no sub-soil supply and reser- 
voirs which will catch the surface water are needed as 
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an insurance against a deficiency in famine years. The 
conditions of the United Provinces are peculiar. The 
distribution of the rainfall is such that in some areas 
the ryots can normally raise a crop without watering, 
though one or two waterings might improve it, while 
further away from the mountain ranges the necessity 
for irrigation becomes greater. Similarly in regard to 
the level of the sub-soil water, which can be tapped with 
greater facility in the areas nearer the hills. Conse- 
quently, the demand is very intermittent and the works 
which have been constructed can supply only 45 per 
cent, of the area commanded. The demand is thus 
very variable and the supply difficult to regulate. It 
would appear that something in the nature of a tacit 
agreement has been entered into in so far as large areas 
of lands have been classified as nahri or wet, that is to 
say, they pay a higher rate of land revenue on the pre- 
sumption that they use irrigation, but there does not 
appear to be anything corresponding to the agreement 
rates in the guaranteed areas of other provinces. 

In Madras also there is a regular agreement in some 
cases, such as those of the zamindari lands which are 
included in the guaranteed area under the major irri- 
gation works, and are known under the name of ‘ ha'pat 
wet and there is a tacit agreement in others, as where 
lands under a project are charged dry rate ^Uls water- 
rate instead of being converted into wet. This latter 
case deserves special notice as illustrating the imprac- 
ticability of continuing the system of the consolidated 
wet rate as the main system of the Presidency. Under 
present conditions, the return for water which can be 
collected under that system is so low that it frequently 
will not pay the interest on capital cost and the cost 
of maintenance of the works. Consequently, in order 
to cover these charges, there is imposed a water-rate 
which is in some cases twice as high as that charged 
under the older works, but which is a rate which the 
ryots concerned are both able and willing to meet. 

130. In the remaining case, that is, where there is Occasional 
no agreement express or implied on the side of the Gov- 
ernment to supply water or on that of the ryot to pay 
for it whether he needs it or not, it is usual to require 
applications to be made for permission to take water 
and to charge what is known in some provinces as an 
‘ occasional in others as a * demand ' rate. In the 
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Central Provinces, where the agreement is largely to 
the advantage of the Government, the occasional rate 
is considerafly higher than the agreement rate. Else- 
where it is generally charged at the same figure, but 
where water is taken without permission, heavy penal- 
ties are added. It is obviously desirable, in view of 
the amount of work and opportunities for harassment 
and corruption which the dealing with these annual 
applications involves, that the area of guaranteed irri- 
gation should be extended as far as possible and the 
field of occasional rates reduced to a minimum. 

131. The charge of the rate on the owner may be 
briefly explained. The Government, by making irri- 
gation available to a particular piece of land, especially 
if it guarantees to continue to do so, gives a potential 
increase both to the annual and to the capital value of 
the land. There would of course be no actual increase 
in the latter if the whole of the increase in the annual 
value were taken in the shape of payment for water. 
But in actual practice what is taken is generally quite 
a small fraction of this increase. Consequently, the 
result of the action of the Government in guaranteeing 
the supply of water is to give a large unearned incre- 
ment to the owner of the land, whether he is a cultiva- 
tor or a rent-receiver, and it is a generally accepted 
theory of taxation that there is no source of income 
from which a considerable share may be taken for pur- 
poses of the State so appropriately as from an unear- 
ned increment or windfall of this kind, especially when 
it arises from the action of the State. This is a theory 
which has been accepted with remarkable unanimity 
by a large majority of the witnesses who were exa- 
mined on the subject, but as has been stated above, the 
application of it in practice has hitherto been on a 
very limited scale. 

132. The case given in Madras is an isolated one. 
It deals with a guaranteed area in which very large 
irrigation works are in operation and it was found 
possible to include in it certain pieces of land which 
had not previously been entitled to a guarantee. The 
privilege was most eagerly sought after, and accord- 
ingly a fee of Es. 26 per acre, which was a small frac- 
tion of the value of the privilege, was charged under 
the name of ‘ inclusion fee k It is understood that 
the possibility of recovering a part of the capital cost 
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of the Mettur project from the ryots, whose land will 
come newly under irrigation, through means of a simi- 
lar fee, has been considered. 

133. The owner’s rate in the United Provinces is— th.©^ 
evidence of a much more definite and long-standing ® 
acceptance of the principle. Under present condi- united 
tions, an owner’s rate can be levied on land which has 
never been irrigated, but is newly brought under irri- 
gation during the currency of a settlement, during 
which period the owner is enabled to recover a part 
from the cultivator. At the resettlement the owner’s 
rate is’ absorbed in the land revenue by classifying the 
land as nahri or wet, and both the controlled rent and 

the land revenue are increased. The actual collections 
in the shape of owner’s rate are small because well 
cultivation is so abundant that only one-tenth of the 
land newly brought under irrigation actually pays the 
rate. 

134. The canal or water advantage rate in the Pun- 

jab is a similar charge interposed between the maliha- rat© in the 
na, or seigniorage levied by the State as owner of the 
land, and the ahiana, or occupier’s rate. The matter 
is of less importance in this province because of the 
great prevalence of owner-occupiers, and it is under- 
stood that, though rates of this kind continue under 
some of the older systems, they have not been imposed 
in the more recent cases. 

135. The only other case in which the Committee The proposed 
have observed a tendency to make a charge on the Bombay, 
owners as well as on the occupiers is that of the Deccan 
districts of Bombay, in respect of which a Bill is under 
consideration to levy a cess on the owner, on account 

of the very large unearned increment which irrigation 
gives to him. The owners of lands commanded by 
works which were originally built as famine works, 
and which had in the first instance extraordinarily 
little value, have found themselves in a position to give 
up cultivation in view of the large rentals which they 
are able to command from enterprising cultivators over 
and above the water-rate which these pay to the Gov- 
ernment, and it seems to be only legitimate that a share 
of this unearned increment obtained at the expense of 
the general tax-payer should go into the coffers of the 
State. 
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I’emains to consider the actual rates charg- 
indetermin- ^d. In this connection two important points have to 
ingtherates.be determined, the basis on which the rate should be 
fixed and the period for which it should be current. 

As regards the first point, a number of bases have 
been suggested such as cost, quantity, value or net pro- 
fits, rents and prices. Cost is of importance only from 
one point of view, namely, fixing the minimum. 
Clearly, except under a protective work, water should 
not be supplied at a rate which does not cover the in- 
terest on the capital cost and the cost of maintenance 
of the work, but subject to this provision, the particu- 
lar individual who receives the water is not entitled to 
any special advantage because it happens to be com- 
paratively cheap to supply it to the particular area in 
which his land is situated. A charge by quantity is 
of course ideal, especially in a country like India where 
the full duty of water is so seldom obtained, but so far 
it has been found possible to levy such a charge only in 
the case of one or two large holders in the Punjab, who 
take fixed quantities for areas within a ring fence. 
An approximation to charge by quantity, however, is 
made in the Canal Colonies where the land is divided 
into squares and the outlets from, the canals are so 
arranged as to give for fixed periods quantities suffi- 
cient for the watering on each square of a normal rota- 
tion of crops. Combined with this is a charge by area 
and by the nature of the crop. The value or net pro- 
fits will of course have to be taken into consideration, 
but this can only be done in a general way. Eents 
would not be a suitable basis since that would involve 
basing the charge on a standard rental for a particular 
class of soil without reference to the crop grown. The 
remaining alternative is that of prices, which afiord a 
general indication of values. On this subject, the 
Committee agree with the recommendation of the Irri- 
gation Rates Committee of the United Provinces that 
prices can well be utilised to determine variations in 
rates. In other words, what is recommended is a com- 
bination of area, crop and prices as the basis of the 
determination of the rate. Another consideration, 
particularly in areas irrigated by tanks, is the nature 
of the source of supply. This may be more or less 
secure or precarious as the case may be, and since it is 
undesirable to vary the charge with the crop raised in 
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each case, the alternative presents itself of charging 
an all- round lower rate where the chance of a full crop 
is less. 

These conclusions are not dissimilar to those which 
have been announced from time to time by the Govern- 
ment of India. As long ago as 1880 they laid down 
“ that the full value of the canal water should be re- 
covered for the general tax-payer, by whom the capi- 
tal is provided, so far as this can be done without pre- 
judice to the interests of the landlords or those who 
use the water In 1904 they wrote; The intro- 
duction into a tract of irrigation at the expense of the 
State increases the produce of cultivation, and the 
Government as representing the tax-payer is entitled 
to a portion of that increase, (1) as the owner of the 
water which it has brought to the fields at great cost 
and then sells to the cultivators, and (2) as the sov- 
ereign landlord, entitled as such to an enhancement of 
land revenue in proportion to the enhancement in the 
proprietary share of the produce. The fixing of the 
price for the water is of the nature of a commercial 
transaction and should be regulated mainly by the price 
the cultivator is willing to pay for it.” In 1922 
they reiterated the statement that “ the declared policy 
of the past has always been that the full value of the 
water distributed by Government works should be re- 
covered for the tax-payer, by whom the capital is pro- 
vided, so far as is consistent with the maintenance of 
the demand for water ”, and at the same time called 
attention to a resolution passed by the Board of Agri- 
culture at Pusa in 1919 as follows : “ The maximum 
charges for irrigation water should be reconsidered in 
connection with all irrigation schemes, in view of the 
new level in prices.” The Committee have received 
a large body of evidence from official witnesses that the 
existing rates are too low in most parts of India. It 
is hardly necessary to add that Government rates are 
much lower than those charged by private owners. 

137. Meanwhile, as regards the term for which the 
rate is to be fixed, it will be obvious that, in the case 
of the consolidated rate, it is not possible to ilnake 
a change except at the close of a settlement. This is 
a very serious consideration when, as has been the case 
in one province, the cost of maintenance of the works 
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may increase by as much as 80 per cent, in twenty years. 
Elsewhere there appears to be a conspicuous lack of 
policy and a disinclination to make changes, which has 
repeatedly attracted the notice of the Government of 
India. Eor instance, in 1864 they requested the Gov- 
ernment of the North-Western Provinces to “ watch 
for opportunities for gradually raising the charge for 
water in accordance with the increasing value of water, 
a principle which should be applicable to all provin- 
ces ' ’ . Again in 1893 they brought to the notice of the 
Government of Madras the fact that the rates on the 
Kistna and Godavari canals had not been enhanced 
for thirty years notwithstanding the large increase in 
prices during the period, and the Government of Mad- 
ras made an addition, under pressure, of 25 per cent., 
with the result that they added 10 lakhs to the revenue 
of the Government. Another 30 years have since 
elapsed and the rates still remain at the figure of Rs. 5 
per acre for paddy, which was fixed in 1895, a circum- 
stance which has the result, among others, of making 
the charge less on the holder of permanently-settled 
estates under these works than it is on land under tem- 
porary settlement immediately adjacent. The rates 
are likewise less than those imposed in the case of lands 
under other systems that are far less favourably situat- 
ed. Similarly in the United Provinces the rate for 
wheat irrigated by flow was fixed lat Rs. 1-10-8 in 
1862-63, raised to Rs. 2-4-0 in 1867-68 and to Rs. 3 in 
1878-79. No further change was made till 1905-06 
when it was raised to Rs. 4. That rate remained un- 
changed till 1923-24, when it was raised to Rs. 5. 
Meanwhile,' in the Punjab, rates that had been for a 
long time unchanged were raised in 1924 for the pur- 
pose of balancing the budget. An undertaking has 
since been given that these will be reconsidered. 

The proper course .appears to the Committe to be to 
revise the rates, whether in the direction of increase 
or decrease, periodically with reference to prices. The 
period adopted for this purpose by the Government of 
Bombay is six years, and the Irrigation Rates Com- 
mittee in the United Provinces suggested five. The 
Committee would recommend ten as a maximum. 

The principles 138. The principles of general application for the 

SopSS future which may be deduced from these criticisms of 
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the vQ^rying systems in force may perhaps be summed 
up as follows : — 

(1) It seems to be clear, especially in view of recent 

developments of the land revenue systems, 
that wherever possible the charge for water 
should be separated from the charge for the 
land. 

(2) The minimum charge, except in the case of 

protective works, or where a special con- 
cession is given to a particular area or class 
of cultivators, should be the cost of supply- 
ing the water, that is to say, the cost of 
maintenance of the irrigation work 'plus in- 
te^rest on capital cost. 

(3) The maximum should be a figure so fixed as to 

take for the Government the whole of the 
increase in the return from the land except 
such portion as will be just sufficient to in- 
duce the cultivator to take the water. 

(4) The normal should be a moderate share of the 

value of the water to the cultivator. 

(5) This value will vary with prices, with the 

demand for the water, with the reliability of 
the source of supply and with the quality of 
the water in so far as, for instance, it 
carries silt, but should not bear any rela- 
tion to the cost of the supply, once the 
figure of the cost is covered. 

(6) The rate should be fixed per acre or other unit 

of area and should take account of the 
value as so determined and of the quantity 
used as estimated with reference to a 
schedule of proportional requirements of 
different crops in the locality. 

(7) The rates should be as few as possible and 

they should be examined with a view to 
increase or decrease periodically not less 
than once in ten years. 

(8) Where the demand is not constant, and the 

ryots agree to pay for water whether they 
require it or not, a reduced payment for a 
term of years may be accepted. 
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(9) Where a guarantee of supply is newly given^ 
it is legitimate to take a reasonable share 
of the addition made to the capital or 
annual value of the land by such guarantee. 
This should be a charge on the owner and 
over and above the charge on the occupier 
for the use of the water. In the case of a 
controlled rent there should be provision 
for recovery from the tenant as under the 
Agra Tenancy Act. 

(10) The rates under protective works should be 
examined periodically with the rest, unless 
there are special reasons for subsidising the 
cultivators under these works at the ex- 
pense of the general tax-payer. 

Sir Percy Thompson agrees generally with the con- 
clusions of the Committee except as regards the fourth 
of their recommendations. In his view the correct 
principle on which to base the charge for water is that 
enunciated by the Government of India in 1922 and 
quoted on page 111. He recognises that, especially at 
the initiation of a scheme of irrigation, it will be neces- 
sary to leave to the cultivator a considerable measure 
of the benefit conferred by water in order to induce him 
to take it ; but if rates are kept permanently low, the 
benefit will very quickly be absorbed by the landlord in 
the shape of increased rent, and the cultivator will 
not benefit in any way by the low rate. This seems to 
be contemplated by the ninth of the Committee’s r*e- 
commendations, which would be unnecessary if the 
charge on the cultivator was adequate. While he has 
every sympathy with the cultivator, he can see no 
reason whatever for presenting the owner with an 
unearned increment. The only way to avoid this is to 
make the charge for water commensurate with its 
value, and this is the basis of the principle enunciated 
by the Government in 1922. In his view this policy 
should be resolutely pursued in spite of the difficulties 
occasioned by past errors. 
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CHAPTER VI.— TAXES ON CONSUMPTION- 
CUSTOMS 

Import Duties. 

139. Import duties form the largest single item in 
the revenues of the Government of India, yielding in 
1924-1925 a total of 41-51^ crores. Before the Mutiny 
the rate was 3^ per cent on raw produce and 3^ or 5 per 
cent on manufactured articles, these rates being 
doubled in the case of goods coming from countries 
other than the United Kingdom. In 1859 a consider- 
able enhancement was made, but the differential rates 
were abolished. As the finances of the country recover- 
ed from the strain of the Mutiny, the rates were again 
lowered. In 1864 the general rate was per cent, 
with cotton piece-goods at 5 per cent. Eleven years 
later further reductions became possible, the contro- 
versy regarding the cotton duties arose, and following 
the partial abolition of the cotton duties in 1878 and 
1879, the whole of the import duties were abolished in 
1882, excepting those on arms and liquors. Except 
for these and a small duty on petroleum, which was 
imposed in 1888, the import of goods into India was 
free until 1894. 

In 1894 customs duties were reimposed as part of 
the taxation necessary on account of the fall in the 
sterling value of the rupee. The tariff which was in 
force from 1894 to the outbreak of the European War, 
was a low revenue tariff with a general rate of 5 per 
cent As exceptions to this, railway materials and 
machiner)?- were admitted free, and a low duty of 1 per 
cent was imposed on iron and steel. A further impor- 
tant exception was -made in 1896 when the duty on 
cotton piece-goods was reduced to 3|- per cent, simul- 
taneously with the first imposition of an excise duty on 
cloth in India. The special rates on arms and liquors 
continued, and tobacco was added to the list of goods 
which paid a comparatively high rate. 

Since the outbreak of the War there have been 
three important increases in the tariff rates, in 1916, 
1921 and 1922. The first revision raised the general 
rate to 7 ^ per cent, imposed a 10 per cent duty on sugar, 

* This includes 2-61 crores, duty on imported salt. 
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and subjected machinery, other than that for use in 
cotton mills, railway materials and iron and steel to a 
duty of 2^ per cent. In the following year cotton 
piece-goods, which had been left untouched in the 1916 
revision, were brought under the general rate. In 
1921 the general rate was raised to 11 per cent, the 
duty on sugar, liquors and tobacco enhanced, and a 
high specific duty imposed on matches. A new 
schedule of ‘ luxury ’ goods, such as motor cars, silk 
goods and watches, was introduced, for which a 20 per 
cent rate was prescribed. The last revision, that of 
1922, brought the tarifi to its present form. The 
general rate was increased to 15 per cent, with the 
important exception of cotton piece-goods, which were 
left at 11 per cent. The rate for ' luxury ' goods was 
increased to 30 per cent, and the duties on matches, 
sugar and liquor enhanced. Another important 
change was the raising of the duty on railway materials 
and iron and steel to 10 per cent. It was proposed to 
subject machinery to the same increase, but during the 
passage of the Bill through the Legislative Assembly, 
the old rate was restored. 

140. These successive revisions of the tariff were 
due to the pressing need for additional revenue, which 
could most conveniently be met by an increase of the 
customs duties. While therefore the Indian tarifi can 
still be described as a revenue tariff, except for the 
definitely protective duties which will be mentioned 
later, its effect in practice is to give protection to 
certain Indian industries, and thus create vested 
interests which are likely to become an impediment to 
changes in the tariff which might be desirable on purely 
revenue considerations. 

141. In 1921 the Indian Fiscal Commission was ap- 
pointed ‘ ‘ to examine with reference to all the interests 
concerned the tariff policy of the Government of India, 
including the question of the desirability of adopting 
the principle of Imperial Preference, and to make re- 
commendations The Report of this Commission 
was signed in July 1922 and their principal recommen- 
dations were as follows : — 

“ {a) That the Government of India adopt a policy 
of protection to be applied with discrimination along 
the lines indicated in this report. 
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(h) That discrimination be exercised in the selec- 
tion of industries for protection, and in the degree of 
protection afforded, so as to make the inevitable burden 
on the community as light as is consistent with the due 
development of industries. 

'' (c) That the Tarih Board in dealing with claims 
for protection should satisfy itself — 

(i) That the industry possesses natural advan- 

tages. 

(ii) That without the help of protection it is not 

likely to develop at all, or not so rapidly 

as is desirable. 

(iii) That it will eventually be able to face world 

competition without protection. 

'^(d) That raw materials and machinery be ordi- 
narily admitted free of duty and that semi-manufac- 
tured goods used in Indian industries be taxed as 
lightly as possible. 

(e) That industries essential for purposes of 
national defence and for the development of which 
conditions in India are not unfavourable be adequately 
protected, if necessary. 

(/) That no export duties be ordinarily imposed 
except for purely revenue purposes and then only at 
very low rates ; but that when it is considered necessary 
to restrict the export of food grains, the restriction be 
effected by temporary export duties and not by 
prohibition."”* 

Under the second of the above heads a minority of 
the Commission wished to go further than the majority. 
Their recommendation was in favour of an unqualified 
pronouncement that the fiscal policy best suited for 
India was protection, the goal to be aimed at being that 
India should attain the position of one of the foremost 
industrial nations of the world, and that she should so 
develop her industries as to enable her, within a reason- 
able period of time, in addition to supplying her own 
needs, to export her surplus manufactured goods. 

In order to carry out the policy which they recom- 
mended, the Commission proposed the appointment of 
a Tariff Board. They also recommended the abolition 

* Report of tlie Indian Fiscal Commission, 1921-22, pages xv and xvi. 
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of the cotton excise duty, the levy of customs duty on 
Government stores, the elaboration of the tarifi with a 
view tw the removal" of ambiguities, and the cautious 
extension of the system of specific duties and tariff 
valuations. 

As adopted by 142.. These recommendations were discussed in an 

important debate in the Legislative Assembly ^ in 
February 1923, and a resolution was passed accepting 
in principle the proposition that the fiscal policy of 
India may legitimately be directed towards fostering 
the development of industries in India. This policy 
should be subject to the revenue requirements of Gov- 
ernment and to the safeguards suggested by the Fiscal 
Commission. In accordance with the recommenda- 
tion of that body, a Tariff Board was set up. The 
Tariff’ Board has investigated the claims of a number 
of industries, the most important of which is the steel 
industry, and as a result of its enquiries, protective 
duties have been adopted in respect of steel and certain 
articles made of steel and iron, and paper, while the 
duty on sulphur has been removed. 

143. Apart from such action as was definitely pro- 
tective in its purpose, the important developments 
which within the space of eleven years have quadrupled 
the yield of the import duties have naturally exercised 
a considerable influence on trade and some influence on 
the incidence of taxation. Two main tendencies may 
be looked for, one for the increase in duty to exert a 
protective effect and to encourage the indigenous pro- 
duction of commodities formerly supplied from 
abroad; the other for high duties to contract the 
demand to such an extent that the high duty yields 
less than a lower duty would do. 

—those on The commodities, the indigenous production of 
Site S' "^^ich may be encouraged by high revenue duties, may 
matches. be Commodities for the production of which India is 
naturally suited, or the reverse. Thus duties of this 
nature may either have a useful protective effect or 
may, in the extreme case, if not accompanied by an 
excise, result in losing customs revenue while fostering 
an unstable industry. An instance of a duty on an 
article which is a very good revenue producer, and at 
the same time one in respect of which an element of 
protection is not undesirable, is that on sugar, which 
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at present pays a duty of 25 per cent. A somewhat 
more doubtful case is that on cigarettes, in which case 
a very high duty on the imported article, coupled with 
a comparatively low duty on unmanufactured tobacco, 
has led to a large local manufacture of cigarettes in 
which a considerable proportion of imported tobacco is 
used. A case about which even greater doubts have 
been expressed is that of the duty on matches, in con- 
nection with which the first effects of the imposition of 
the duty were to encourage the import of undipped 
splints to be dipped and sold as matches in India. 
This practice has been stopped by the imposition of a 
heavy duty on splints, and a more complete process of 
manufacture, whether from imported or from local 
wood, is now being carried on. It is still an open 
question, however, how far it could be successfully 
carried on without the aid of the duty, which gives it 
protection to the extent of 200 per cent. 

144. As to whether the duties on any article have 
reached the point of diminishing returns, it is difficult 
on present information to arrive at a definite finding, 
since there is not available a record of the course of 
trade over a series of normal years. The abnormal 
years of the War were followed by an unprecedented 
boom in imports : the boom was succeeded by a severe 
slump, and the last few years have been years of gra- 
dual recovery from the slump. It is thus impossible to 
isolate the effect of the duties on the volume of trade. 
In evidence of this may be cited the fact that the 
imports of numerous kinds of goods dropped when the 
11 per cent rate was imposed, but increased when the 
rate was raised to 15 per cent in the following year, a 
fact which indicates the conclusion that the gradual 
recovery of trade was a factor of more importance than 
the increase in duty. 

Subject to these considerations, it is possible to 
indicate certain duties which appear to be exercising a 
restrictive effect on trade. The imports of gold and 
silver thread have fallen greatly, and evidence has been 
given to the effect that the present high duties are 
restricting imports, encouraging the import of imita- 
tion goods and fostering the manufacture of gold and 
silver thread in India. 

Manufactured ivory seems to be a similar case, 
inasmuch as the imports have dropped to a quarter of 
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what they were in 1922-23. Similarly the imports of 
gold and silver plate and electroplated ware have fallen 
to half the amount in 1922-23, and it is reported that 
local manufactures are taking their place. It is, 
however, very likely that a diminution in the consump- 
tion of such luxury articles is one of the first effects of 
a slump ; and the reduction in imports cannot be neces- 
sarily attributed to the increase in the Import duty. 

^Sariae.°^ It may be appropriate here to notice the case of one 
article, namely, saccharine, in respect of which a 
deliberately prohibitive duty has been imposed as a 
matter of protection to the large revenue from sugar. 
The Committee have received evidence, in fact the 
. matter seems to be one of common knowledge, that this 
duty is widely evaded. Such evasion is a common ex- 
perience in other countries with high revenue tariffs, 
and great difficulties have been found in dealing with 
it. One suggestion which has been made, and which 
the Committee put forward for what it is worth, is 
that, if it is found that smuggling cannot be put down 
under the ordinary preventive law, the further step 
should be taken of prohibiting import except on behalf 
of Government and of prohibiting dealing in saccha- 
rine that is not put up in packets bearing a Govern- 
ment mark. 

—cigars. The high duties on cigars have been followed by 

some contraction in imports, but the general decline in 
cigar-smoking throughout the world renders it unsafe 
to attribute this to the duty. 

—motorcars, Qn the other hand, the much-criticised 30 per cent 
duty on motor cars has justified itself as a producer of 
revenue. After a severe slump, which was partly due 
to special causes, imports have nearly recovered to the 
level they attained in 1919-20. 

• -d” * — From the point of view of the incidence of 

taxatioip it is important to know whether the increase 

the duty on in customs revenue has involved the shifting of the 

sugar. burden from one class to another. With a view to 
arriving at an estimate of its effects in this direction, 
the revenue from import duties in 1924-25 and 1913-14 
has been analysed so as to distinguish the taxes on 
articles of direct consumption from those on means of 
production and those on raw materials. The first class 
has been divided again so as roughly to distinguish 
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articles consumed mainly by the richer classes from 
those consumed by the population as a whole. The 
comparison shows that there has been an increase in 
the duly collected on raw materials of industry and on 
means of production from 54 lakhs and 38 lakhs, 
respectively, in 1913-14, to 494 lakhs and 193 lakhs in 
1924-25. This is due largely to increased imports, 
partly to increased duties and largely again to the 
imposition of protective duties on steel. While it is 
desirable that the duties on raw materials of industry 
and means of production should be reduced where 
possible, it is evident that no conclusions can be drawn 
from figures which are to a great extent the direct 
result of a policy of protection. In the case of articles 
of direct consumption, there has been an increase, in 
the case of those consumed by the population as a 
whole, from 430 lakhs to 1,746 lakhs, or by 307 per 
cent, and in the case of articles, mainly of luxury, con- 
sumed by the richer classes from 400 lakhs to 1,416 
lakhs, or by 254 per cent. So far as these figures go, 
they tend to indicate a certain amount of shifting of 
the burden from the richer classes to the general popu- 
lation. The duty chiefly responsible for this appears 
to be that on sugar, which was imposed for the first 
time in 1894 at 5 per cent, raised to 10 per cent in 1916, 
to 15 per cent in 1921 and is now fixed at 26 per cent, 
at which figure it yields 14 per cent of the total customs 
revenue. It has been stated above that this duty is a 
good revenue producer and at the same time one in 
respect of which an element of protection is not un- 
desirable, but it must not be forgotten in noting these 
facts that it has also the effect of raising the price of 
country sugar as well as that of imported sugar and 
thus tends to increase the burden of taxation on the 
poorest class, who are large consumers of both kinds. 

146. A class of goods upon which a higher duty The tax on 
could apparently safely be imposed consists of wine, S5?bear 
beer and spirits. The import figures for the last few an increase, 
years show that those of beer are a long way below the 
pre-War level, but are gradually recovering : those of 
spirits are practically stationary, while the imports of 
wine have recovered almost to their pre-War level. 

The suggested increase in rates derives its support, 
however, not so much from these figures, as from the 
fact that certain Local Governments have found it 
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possible to levy as vend fees charges which in practice 
amount to a supplementary customs duty. Thus in 
Bombay a vend license fee based on quantity is charged 
on all liquor removed from the custom-house which is 
destined for consumption in the Bombay Presidency, 
and a somewhat similar charge is levied in Bengal. If 
these provinces can pay the increased duty, there is no 
reason to suppose that the rest of India cannot, and if 
the duty is to be increased, it is much better that it 
should be increased through the tariff than by such 
indirect and partial means. 

147. The increase in the weight of the customs 
duties and the introduction of a variety of different 
rates have revealed the fact that the structure of the 
tariff* schedules is no longer suitable. It was framed 
for light and fairly uniform rates of duty and for 
revenue purposes only, and it is in consequence one of 
the least elaborate tariffs in existence. The rates now 
in force range over very wide categories of goods, and 
as_ might be expected, considerable difficulties have 
arisen in the interpretation and application of the 
tariff. Importers naturally fight points when they are 
paying a 15 per cent duty which they would pass' over 
if the rate was only 5 per cent. To give examples of 
the kind of difficulty which arises, an article of iron 
or steel may fall under any one of five categories, so 
that an importer may be unable to say at the time of 
giving his order what duty he is likely to be liable to 
pay. And owing to the existence of very wide cate- 
gories there are many border line cases ; thus it is left 
to the Collector to decide whether a given article is a 
picture dutiable at 30 per cent or a work of art dutiable 
at 15 per cent,. 

The Fiscal Commission realised these difficulties, 
and while recommending a cautious but considerable 
extension of specific duties and tariff valuations, point- 
ed out that more elaboration was necessary both on that 
ground and because protection inevitably involved a 
multiplication of the items in the tariff. The need for 
such elaboration has been confirmed by the evidence 
furnished to this Committee, and especially by that of 
Dr. Gregory, the author of Tariffs—a Study in 
Method’^ who says: Specific duties are, however, 
degressive if imposed at a uniform rate. A thorough- 
going system of specific duties involves differentiation 
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of different grades of the commodity, and this is in- 
consistent with the principle of ‘ blanket ’ rates, or 
a few rates among which all the articles are distribut- 
ed, which seems to characterise the present Indian 
tariff/' He adds; “In a period of rising prices 
specific duties must be altered if the real income of the 
■State is not to suffer. For this reason the customs 
tariff should be the object of periodical survey." The 
Committee concur in this view and recommend that an 
expert enquiry be undertaken forthwith. 

148. An additional argument in favour of revision 
on these lines is that the present form of the tariff 
throws a considerable strain on the appraising staff. 
It is generally recognised that the theoretical advan- 
tages of an ad valorem tariff are apt to be discounted 
by what Dr. Gregory describes as the overwhelming 
disadvantage that they involve valuation. This 
disadvantage is increased in proportion as the rates of 
duty are raised and as the number of places at which 
valuations have to be made is multiplied. In India 
there is the additional factor of a special difficulty in 
securing men with an expert knowledge of the many 
classes of goods that have to be valued. 

149. A further difficulty to which the Committee’s 
attention has been called arises out of the application of 
section 30 of the Sea Customs Act. Under this section 
the real value of goods that require appraisement is 
deemed to be — 

(a) the wholesale cash price less trade discount 
for which goods of the like kind and quality 
are sold, or are capable of being sold, at the 
time and place of importation, without any 
abatement or deduction except of the 
amount of the duties payable; or 
il) where such price is not ascertainable, the cost 
at which goods of the like kind and quality 
could be delivered at such place, without 
any abatement or deduction except as 
aforesaid. 

In practice the value adopted in the second case is 
generally the invoice value plus the cost of freight. The 
•effect of the section is thus to make the duty on the 
higher value, namely, that which includes the whole- 
sale dealer’s profit, chargeable where the market price 
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is ascertainable, and duty on a lower value where it is 
not. It seems to the Committee, not only that this 
practice of charging on the wholesale dealer’s profit, 
which has the same efiect as charging a higher rate, 
gives rise to a sense of injustice, but that the order of 
the application of the two clauses of the section inverts 
the proper order of things. The tendency of the pre- 
sent section is to put a premium on making the whole- 
sale cash price unascertainable. The tendency should 
be, in the Committee’s opinion, to put a premium pn 
the production of an honest invoice, and to penalise 
failure to do this by subjecting the importer who so 
fails to what is in effect a penal charge of duty based 
on the wholesale rate. What they would recommend 
therefore is that, when the Act comes up for revision, 
the order of the two clauses should be inverted and that 
the charge should normally be on the price at which 
goods of like kind and quality can be delivered, that is, 
the invoice price flus cost of freight, subject to the 
application of the wholesale rate if there is reason to^ 
suspect that the invoice is not genuine. 

Preventive Arrangements. 

consequence of the high rates of duty that 
SJre li^s given rise to concern is the encouragement which 

much they have given to smuggling. The conditions in 

India are in some respects pecular. Though the coast 
smuggUng. line is very long, there is a dearth of good harbours, and 
the great bulk of the foreign trade is concentrated in 
the five ports of Bombay, Calcutta, Karachi, Pangoon 
and Madras. This fact greatly minimises the cost of 
collecting the customs revenue, which is further faci- 
litated by conventions entered into with all the Indian 
maritime States, except that of Cutch, under which 
they levy duties at the British Indian tariff rates. In 
some cases, notably that of the Kathiawar States,, 
through which there have been very large importations 
of goods subject to high rates of duty, such as matches 
and silks, these conventions do not appear to have fully 
effected their purpose. Purther difficulties arise from 
the fact that there are also several ports belonging to 
l^oreign Powers, of which the principal are Goa, 
Pondicherry, and Karikal. Round the hinterland of 
these ports it is necessary to maintain a land customs 
line, while in the extreme east of the Indian Empire 
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there is a long land frontier between Burma and China 
and Siam. Except in Bombay, where there is main- 
tained, in addition to the forces operating round foreign 
territory, a considerable force, mainly for salt and 
opium work, on the inner border of Kathiawar, and a 
smaller one along the British coastline, the preventive 
force is confined to the precincts of the main ports, and 
the watching of the coast is left to the ordinary ad- 
ministrative staff. 

151. At the main ports, where there are regular 
preventive staffs, there is little evidence that smuggling 
is out of control except in the case of a few articles 
such as opium, hemp drugs and cocaine, in relation to 
■which the prizes for the successful smuggler are very 
great. The ports differ in the facilities which they 
offer for smuggling : the situation of Calcutta and 
Rangoon on rivers at some distance from the sea ren- 
ders them somewhat difficult to guard. The minor 
ports are managed under a variety of systems. Those 
in Bombay are controlled by a separate officer, who is 
also in charge of Salt : in Madras, where the out-ports 
are more important and the work of the Collector of 
Customs at the chief port is less onerous, he is able to 
supervise their working. In Burma some of them’ are 
still under the control of officers of the Royal Indian 
Marine. The absence of any effective guard over 
the coastline is to some extent explained by the 
practical difficulties of landing goods at places 
other than the regular ports and by the absence 
■of means ,of communication with the interior. But 
there seems little reason to doubt that facilities 
do exist for the smuggling of articles of small 
bulk and high value which could be utilised by an effi- 
cient organization of smugglers. The most difficult 
»of the problems of prevention is, however, that of pro- 
tecting the land frontiers, and it is here that smug- 
gling, particularly of matches, cigarettes, saccharine 
and gold thread, has been most marked. The difficulty 
of guarding the Pondicherry land frontier lies chiefly 
in the fact that British and French territory are 
inextricably mixed up in numerous small enclaves, 
while there is no natural obstacle to reinforce the 
customs line. In addition to this up to 1924 great 
difficulties were felt owing to the inadequacy of the 
Jaw. The only powers which the customs officers 
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possessed were those given by the; Madras and Bombay 
Land Customs Acts, which provided for the prescrip- 
tion of routes and the collection of duty on goods pass- 
ing by these routes, but did not make smuggling an 
offence. Goods crossing the frontier in a clandestine- 
manner could be confiscated, but the smuggler was 
liable to no further penalty. In 1924 a new Act was 
passed which extended to the land frontiers certain 
provisions of the Sea Customs Act and rendered smug- 
gling an offence. In Burma the position was still 
worse. No law existed under which duty could be 
levied on goods entering from Siam, and the only 
remedy was the drastic one of total prohibition. The 
new Act has enabled a land custom-house to be estab- 
lished, and though the length of the frontier and its 
physical difficulties render adequate guarding impossi- 
ble, the latter characteristic also affords a considerable 
obstacle to the operations of the smuggler. 

Areoom- 152. It will be evident from the above survey that, 

^ndation for present high tariff offers great temptations to 

enq^uiiy. the Smuggler, there is a lack of cohesion in the preven- 
tive arrangemtnts, which ceratainly offer many faci- 
lities for his operations. It is not desirable to recite 
instances of the way in which advantage has been taken 
of these facilities, but it may be said that, though there 
is no evidence that any considerable percentage of the 
customs revenue is lost through smuggling, it is clear 
that there is a loss amounting at least to several lakhs 
a year, and in the words of a recent note in the Pioneer 
‘‘ many articles are sold all over India at prices which 
puzzle the honest trader It seems therefore to the 
Committee that there is at least ground for a thorough 
enquiry into the extent of the loss that does occur and 
into the possibility of stopping the gaps that exist in 
the present system. What they would recommend is 
that a skilled preventive officer should be deputed to 
compare and co-ordinate the arrangements in the 
different provinces, not only at the main ports, but also- 
at the minor ports, along the coast and on the land 
frontiers. It is possible that such an enquiry will 
reveal the need for an increase of preventive staff or for 
the incurring of expense on protective works. The 
Indian customs revenue is collected at a very low cost, 
being 1-78 per cent in 1923-24, and if further staff is 
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necessary, there need be no objection taken on the 
ground of expense. 

153. If it be permissible to look forward to a time Azonverem 
when many of the present difficulties which stand in the 
way of its realisation may have been surmounted, it 
seems that an ideal arrangement in the circumstances 
of India would be a customs zollverein. An agree- 
ment of this nature would obviate the expense and the 
obstructions to trade caused by the maintenance of 
internal customs lines, and would give the opportunity 
for a more logical apportionment of customs revenue 
between British India and the maritime Indian States 
than is afforded by the present arrangement of giving 
each the duties on goods passing through their ports, 
irrespective of their destination. But considerations 
which it is not necessary for the Committee to enter 
into put any such solution out of the range of practical 
politics at present. 


Export Duties. 

154. Export duties formed an important part of General 
the earlier customs tariff. With one exception they 
were gradually abolished, and between 1880 and 1916 export duties, 
the only export duty levied was that upon rice. The 
need for new revenues during and after the War led 
to a revival of taxes of this kind. In 1916 jute and tea 
were laid under contribution, and in 1919 a tax was 
placed on exports of hides and skins, though this was 
not at the outset purely a revenue measure. By 1924- 
25 the yield of the export duties had reached 575 lakhs 
of rupees, constituting 12T per cent of the total 
customs revenue. The question of export duties in 
India was fully considered by the Indian Fiscal Com- 
mission, who made the following recommendations ; — 

(1) That export duties should only be levied on 

articles of which India has a complete, or 
at any rate a partial, monopoly. 

(2) That in any case the rates should be low. 

(3) That an export duty should not be utilised for 

the purpose of protecting an industry. 

The Committee are disposed in general to accept 
these conclusions, but Dr. Paranjpye considers that 
export duties are justified in cases where an essential 
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raw material is exported to another country, manu- 
factured there and returned to the country of origin, 
since he considers that in such a case local manufac- 
ture is likely to be successful. He also thinks that ex- 
port duties should be levied for the purpose of dis- 
couraging the export of such materials as it is to the 
interest of the country to retain at home, 

A characteristic of export duties on which emphasis 
has been laid by customs officials is that they are diffi- 
cult to administer, since goods cannot be satisfactorily 
examined without delaying shipping. 

T£ie export I 55 addition to the duties imposed for general 
revenue purposes, certain small cesses are levied on tea, 
lac and cotton. These have been imposed at the 
request of the trades concerned, and the proceeds are 
devoted to trade purposes. The incidence of these 
cesses, which varies from 2 per cent in the case of lac 
and cotton to -4 per cent in that of tea, is insufficient 
to influence exports, and the object with which they are 
imposed differentiates them from ordinary taxation. 
The export duty on jute exported from Calcutta, which 
is levied under section 84 of the Calcutta Improvement 
Act, falls in a different category, since its proceeds are 
applied to the purposes of the Calcutta Improvement 
Trust . The imposition of two export duties by differ- 
ent Acts, one Imperial and the other Provincial, is 
theoretically unsound, and the imposition of any new 
duty of the kind would involve a breach of the settle- 
ment of revenue between the Imperial and Provincial 
Governments. It does not appear necessary, however, 
to suggest any change in the existing position. 

The duty on 150 , The most important of the export duties is 

]ute. levied on raw and manufactured jute, which in 

1924-25 produced a revenue of Rs 375 lakhs. The 
incidence of the duty is between 4 and 5 per cent ad 
Q)aloTem and no criticism has been made of it. The 
concentration of the export trade in Calcutta facilitates 
collection. The article upon which it is imposed is a 
true monopoly. Though a number of attempts have 
been made to grow jute in other parts of the world, 
they have been unsuccessful. The monopoly which at 
present exists would be infringed if an equally cheap 
substitute for jute could be discovered, or by an exten- 
sion of the system of bulk-handling of grain. The 



136 


possibility of such developments is a reason why the 
duty should not be increased to an extent which would 
render jute appreciably more expensive, but, as 
matters stand at present, the conditions in which an 
export duty can properly be imposed are fulfilled. 

Certain witnesses have advocated that the duty 
should be increased. Theoretically, the maximum rate 
of duty which could be levied on jute is determined by 
the point at which the trade is in any danger of injury. 

A special factor which must be considered in this con- 
nection, however, is the concentration of the growth of 
jute in one province. In spite of the monopolistic 
character of the product, there exists a possibility 
that, in certain conditions of the trade, a portion of the 
export duty may fall on the producer. For this reason 
a considerable increase in the rate of duty involves the 
likelihood of differential taxation on the inhabitants 
of Bengal. The Committee do not recommend any 
increase in the rate of taxation, and in any case a 
necessary prelude to the consideration of any such 
increase would be an examination of its effect on trade 
by the Tariff Board. 

157. Though rice is not a monopoly of India, the The duty on" 
export duty has been in operation for many years with- 

out any bad effects. Its justification lies in special 
circumstances. The only countries which export 
appreciable quantities of rice are India, Siam and 
Indo-China. The Indian share of the trade varies 
between one-third and one-half. As each of these 
countries levies an export duty, the Indian duty does 
not handicap the producer and its remission would in 
fact put an equivalent amount of money into the hands 
of the producers and the middlemen. The rate is low 
and its weight has decreased greatly with the rise in 
prices. The duty is a proper one 'to impose.: any 
alteration in its rate must depend on the world price 
and the situation in the other exporting countries, and 
an examination by the Tariff Board would be an essen- 
tial preliminary. 

158. The export duty on tea resembles that on rice The duty on 
in that India is only one of several exporting countries 

and that its principal competitor, Ceylon, also levies 
an export duty, which is at present double the Indian 
rate. The Fiscal Commission advised the abolition of 
the Indian export duty on the ground that India was 
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not in a position to impose her terms on the world and 
that evidence existed that Java tea was displacing 
Indian tea, especially in Australia. The course of 
events since the Fiscal Commission reported gives rea- 
son to doubt vvhether the export duty is actually having 
the effect which they feared. A comparison of the 
trade statistics for the three years ending 1913-14 with 
those for the last three years shows that India has in- 
creased her share of the world trade from 39 to 49 per 
cent, and, though Java has increased her share from 8 
to 12 per cent, her progress has been made at the ex- 
pense of China and not of India. The consumption 
of any particular variety of tea is largely a matter of 
taste and normally does not depend entirely upon com- 
parative cost. To some extent the effect of the duty 
is mitigated by the preference, amounting to two-thirds 
of a penny a pound, which Indian tea enjoys in Eng- 
land, its principal market. The tea duty is one which 
may continue for the present, but it should be removed 
or reduced if and when the conditions of the trade indi- 
cate that it is having a prejudicial effect. 

159. The last of the existing export duties is that 
on hides and skins. This was first designed mainly as 
a measure of protection to the Indian tanning indus- 
try, and to divert the tanning of Indian hides from 
Germany to the British Empire. The experiment 
failed to achieve either object. The Indian tanning 
industry did not succeed in establishing itself in the 
manner which was expected when the duty was im- 
posed; the export of hides from India has fallen to 
about half the pre-War figure, and the greater part of 
the trade has again passed to Germany. The Fiscal 
Commission condemned the duty as wrong in principle, 
on the ground that, if protection was needed, it should 
be obtained through an import and not through an ex- 
port duty, and considered that it had failed in 
its objects. Recognising the defects of the duty, the 
Government of India in 1923 reduced the rate to 5 per 
cent and abolished the 10 per cent preference on hides 
and skins tanned in the British Empire. The reten- 
tion of the duty in its modified form was due to the 
need for revenue. The Committee, by a majority, 
agree with the Fiscal Commission in considering the 
duty on hides to be wrong in principle and dangerous 
in its effects, and would advise its early abolition. Dr. 
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Paranjpye and the Hon’ble Sardar Jogendra Singh 
consider that the experience of the last few years can- 
not be regarded as conclusive on account of the abnor- 
mal conditions due to the War and its after effects. 

They consider that a vigorous effort should be made to 
encourage the Indian tanning industry and that the 
export duty should not be given up. 

The duty on skins falls in a different category. 

Indian goat-skins, though they contribute only one- 
third of the world’s total, enjoy a good reputation, and 
the trade figures since the duty was imposed do not 
indicate that it has had an injurious effect. The duty 
upon them may b^ retained, but a convenient oppor- 
tunity should be taken for an examination of the 
position by the Tariff Board. 

160. A number of witnesses have indicated the pos- subjects 
sibility of the imposition of export duties on articles propped for 
which are now free. In view of the possible need for !ffao? ^ 
developing the revenue from export duties in order to 
replace existing taxation, the facts have been examined. 

The principal new subject suggested as suitable for an 
export duty is lac. Lac is produced only in India,, 
Indo-China and Siam, and as the two latter countries 
only produce 2 ^ per cent of the total, India enjoys a. 
practical monopoly. The only factor likely to endan- 
ger the trade is the utilisation of substitutes in trades 
which use shellac. Various substitutes have been 
tried, but success has not hitherto been attained in 
reproducing the qualities which render shellac valuable. 

In particular the Germans found that the use of shellac 
substitutes rendered their electrical machinery unfit for 
use in hot countries. Owing to frequent failures of 
the supply to meet the demand and to the difficulty of 
forecasting the supply, the price of shellac fluctuates 
widely, and for this reason it is doubtful whether a 
moderate export duty would have any appreciable 
effect in driving consumers to the use of substitutes. 

Lac is therefore a suitable article upon which to levy 
an export duty. 

Attention has been drawn to a growth of the export 
of unmanufactured lac. A few years ago the exports 
of seed and stick-lac formed an inappreciable propor- 
tion of the total exports, but in the last two years the 
quantity has materially increased, and in 1924-25 
amounted to 10 per cent of the total. To some extent 
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this growth in the export of unmanufactured lac may 
be ascribed to the fact that for certain purposes the 
unmanufactured article is equally suitable with shellac. 
Evidence has, however, been given of the establishment 
of factories abroad for the manufacture of shellac from 
stick-lac. If this development constitutes a danger to 
the Indian shellac manufacturing industry, the im- 
position of a protective export duty on unmanufac- 
tured lac would in the Committee’s opinion be 
justifiable. 

In Burma a royalty is collected at the Customs on 
all lac exported. So far as this charge relates to lac 
produced in Government forests, the collection through 
the Customs, though unusual, can be justified as a piece 
of machinery for collecting a royalty which might 
otherwise be evaded. But in so far as the same charge 
is levied on lac produced on private land, the levy 
appears to constitute a provincial export tax, the justi- 
fication for which it is difficult to discover. If a 
general export duty is placed on lac, the latter charge 
should be absorbed in it. 

The yield of an export tax at the rate of 5 per cent 
ad valor era at present prices would be about 38 lakhs. 

161. The advisability of an export duty on raw 
cotton was pressed by a number of witnesses, partly as 
a revenue measure, and partly as a measure of protec- 
tion to the Indian cotton-mill industry. A majority 
of the Committee agree with the Fiscal Commission in 
considering such a duty to be unsound because it would 
fall upon the producers of Indian cotton and might do 
considerable harm to the export trade. Further they 
agree with the Fiscal Commission in considering that, 
if the Indian cotton-mill industry requires protection, 
the proper course is to increase the import duty on 
manufactured goods. A minority of the Committee, 
consisting of the Hon’ble Sardar Jogendra Singh and 
Dr. Paranjpye, hold that, as Indian short-staple cot- 
ton is, as compared with the long-staple cotton of other 
countries, a practical monopoly of India, its use being 
extremely profitable on account of its comparative 
cheapness, and as this cotton is mainly exported to 
countries which compete, by the help of bounties, ship- 
ping subsidies and other means, with Indian manu- 
facturers in the Indian market itself, an export duty 
on Indian cotton is justified. They consider that. 
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altliOTigli tlie stare of India in tte cotton production 
of tile world is smailer than that of some other coun- 
tries, still the world production of cotton is not equal 
to the demand, and that the energetic efforts that are 
being made to find out and develop other cotton pro- 
ducing tracts show that Indian cotton is essential to 
the world, and that the eicport dnty, if moderate, will 
probably not fall on the producer. They would suggest 
that the proceeds of such an export dnty would go a 
great way in making up for the loss of revenue caused 
by the repeal of the cotton excise duties which has been 
recommended by the Fiscal Commission and which has 
been demanded by Indian public opinion ever since 
tbeir imposition. 

162. The Committee are not unanimous regarding — on-neads 
the advisability of levying an export duty on oil-seeds, 
bones, and other forms of manure. fk majority hold 
that it is important in the interests of Indian agricul- 
ture to encourage the use of fertilisers, and to increase 
the supply of a valuable nourishing food for cattle, 
whose condition is generally regarded as deteriorating, 
and they think that the most suitable method of doing 
so is to impose an export duty which would have the 
effect of encouraging the crushing of oil-seeds in India 
and of cheapening the cost of oil-cake and other forms 
of manure to the Indian cultivator. They would also 
recommend that a part of the proceeds of this export 
duty should be applied towards educating the cultiva- 
tors to make an increased use of these artificial manures 
and thus increase the productivitv of the soil. ' The 
President and Sir Percy Thompson are opposed to this 
recommendation, on which the Maharajadhiraja 
Bahadur of Purdwan expresses no opinion. 
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CHAPTER VII.— TAXES OX CONSUMPTION- 
EXCISES LEVIED EOR PURPOSES OE 
REVENUE, 

163. Consumption taxes levied on local production, 
commonly known as excises, fall into two classes, those 
that are levied for purposes of revenue only and those 
that are levied with an ulterior object, generally that 
of restriction of consumption. Some taxes of the first 
class are an almost necessary corollary of a high 
revenue tariff, and it was from this point of view that 
they were considered by the Fiscal Commission. That 
body drew up certain propositions regarding them 
which, with a slight modification in the last case, the 
Committee accept as follows : — 

(1) Excise duties should ordinarily be confined 
to industries which are concentrated in large factories 
or small areas. 

(2) They may properly be imposed for the pur- 
pose of checking the consumption of injurious articles,’ 
and especially on luxuries coming under this category. 

(3) Otherwise they should be imposed for revenue 
purposes only. 

(4) While permissible on commodities of general 
consumption, they should not press too heavily on the 
poorer classes.” 

(5) When an industry requires protection and a 
consumption tax is also required from the produce of 
that industry in the interests of the revenues, the neces- 
sary amount of excise is unobjectionable, provided that 
it is accompanied by an import duty equal to the excise 
duty, together with the necessary protective duty, plus 
a small extra duty to compensate for the administrative 
inconveniences to the manufacturer caused by the excise 
duty. 

Salt. 

164. The chief of the excises levied in India is 
that on salt. The objections to this tax are well 
known : it falls on a necessary of life, and to the extent 
that salt is essential for physical existence, it is in the 
nature of a poll tax. The bulk of it is paid by those 
who are least able to contribute anything towards the 
State expenditure. Salt is also required for various 
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industrial and agricultural operations, and for cattle. 
Unless it is issued duty free for these purposes, some 
burden is thrown upon the industries in which it is 
used. 

The case in favour of it may be stated in the words 
of a recent American writer ; — 

‘‘ Trom ancient times salt has frequently been 
selected for special taxation. Almost every country 
has taxed it at one time or another. An alternative 
method of exacting revenue from the salt industry has 
been to make it a fiscal monopoly. Such has been the 
oase in Japan, China, France, Australia and Italy. 
Elsewhere it is usually the object of a high excise duty. 
From every point of view salt is admirably adapted to 
be a tax-bearer. It is universally used, but the amount 
that is used by any one tax-payer is small. The 
•demand is very inelastic, especially when the tax is 
confined to salt used for cooking purposes. While the 
yield, unless the rate be very high, is not large, it 
nevertheless amounts to something, and in the case of 
a fiscal necessity all sources may need to be drawn 
upon.’’"^ 

Mr. George Plowden, who was appointed as Com- 
missioner to investigate the whole matter of salt taxa- 
tion in India in 1856, stated the question in other terms 
as follows : — 

‘ ‘ When the question of the propriety of a salt tax 
in India is investigated, it is found to resolve itself 
into the question of whether it is proper or not, to lay, 
directly or indirectly, any tax whatsoever upon thq 
mass of the community.” 

The latter question is answered to some extent by 
Sir Josiah Stamp as follows : — 

‘ ‘ I should work out the tax burden on a low income 
ipia salt) and ask, if abolished, or altered, in what 
probable respects well-being would be improved by the 
ordinary exercise of the improved purchasing power. 
If inconsiderable, I should continue the burden.” 

165. Where such a tax is levied, the further ques- 
tions arise of the rate of duty and the method of levy. 


The rate of 

duty 

History, 


* Jensen : Problems of Public Finance, pages 303 and 304. 
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The rate of duty in India originally varied from pro- 
vince to province, and that in Bengal was as much as. 
Rs. 3-4-0 a maund up to 1844, that is, at a time when 
the purchasing power of the rupee was very much 
higher than it is now. Numerous changes followed and 
it was not till 1882 that a uniform rate of Rs. 2 was 
adopted for the whole of India excepting Burma. 
This was raised to Rs. 2-8-0 in 1888, reduced again 
to Rs. 2-0-0 in 1903, to Rs. 1-8-0 in 1905, and to Re. 
1-0-0 in 1907, when for the first time the rate in Burma 
became equal to that in the rest of India. The general 
rate was raised to Rs. 1-4-0 in 1916 and to Rs. 2-8-0 
in 1923, and it was finally reduced to Rs. 1-4-0 in 1924. 

Consumption 166. The questiou whether or not the rate of duty 

per head. g^cessive may be tested to some extent by taking 

figures of consumption per head over periods when 
different rates of duty were in force, and seeing how 
far they correspond with, or fall short of , the quantity 
necessary for health. Unfortunately this is a matter 
in respect of which useful statistics are difficult to 
obtain. In the first place, to quote Dr. Ratton, “ the 
amount of salt required for daily consumption to main- 
tain the body in a condition of health, varies greatly 
with the dietary, as salt is already contained more or' 
less in most articles of food Elsewhere he quotes 
the following figures of annual consumption in differ- 
ent countries: “ England, 40 lbs.; Portugal, 35 lbs.; 
Italy, 20 lbs. ; France, 18 lbs. ; Russia, 18 lbs. ; Belgium, 
161 lbs.; Austria, 16 lbs.; Prussia, 14 lbs.; Spain, 12 
lbs.; British India, 12 lbs. ; Holland, 11^ lbs. ; Sweden 
and Norway, 9-Jlbs. ; (Schleiden) Switzerland, 8-| lbs.'’. 
He adds : ‘ ‘ England and Portugal, which are untaxed, 
lead the way; but Norway, which is also untaxed, lags 
far behind. Assuming that the people only require 
10 lbs. per head of taxed salt for their own use, every- 
thing above that represents so much industrial 
activity.”! He gives the following figures of the 
daily allowances included! in official dietaries : “In 
the French Army, the allowance of salt is 0-5 ounce; 
in the Navy 0-77; in the RuSvsian, 1*59; in the English 
about 0*25.”^ These figures may be compared with 
the annual allowance in pounds provided by the die- 


* Hatton : Handbools of Oommon Salt, page 109. 
t Ratton : Handbook of Common Salt, page 360. 
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taries in the jails in India, which are adopted on 
medical advice, and are as follow: — 


Province. 



Indians. 

Europeans 
ard Anglo 
Indians. 

Madras 



17*60 

17*60 

Bombay 



11*73 

11*73 

Bengal 



17*60 

14*66 

U nited Provinces 



11*26 

11*26 

Pun j ab . . . 



11*73 

11*73 

Burma 



11*73 

14*66 

Bibar and Orissa 



17*60 

14*66 

Assam 



14*26 

11*73 


The fignres of general consumption per head as 
given in the administration reports are less reliable : 
they only cover a part of India ; they are not prepared 
on the same system in each case, and it is feared that 
in some cases they overlap. So far as they go, how- 
ever, they again illustrate how markedly consumption 
varies with the change from a diet of which the chief 
constituent is wheat to one composed more largely of 
rice. 

Stateynent shoioing annual consu'm'ption of salt per head, in the 
different Provinces in 1921-22. 


lbs. 

Punjab ...... 10*26 

Sind 10*41 

Hajputana and Central India . . 10*59 

Bibar and Orissa . . . . 10*97 

United Provinces .... 10*98 

Central Provinces and Berar . . 11*66 

Bombay (excluding Sind) . . . 13*94 

Bengal 15*24 

Burma ...... 18*54 

Madras (including Mysore and Ooorg) 18*88 


Both these sets of figures for what they are worth 
tend to confirm Dr. Hatton’s statement as to the man- 
ner in which salt consumption varies with the dietary. 
It follows that no final conclusions can he drawn from 
a comparison of the varying rates shown with his 
suggested standard of 10 lbs. as the quantity required 
to maintain the body in health, but there is no reliable 
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Effects of 
Taiiations 
in tlie rates 
of duty. 


If any tax 
■wMcff falls c 
the poorest 
class is 
desirable at 
all, the 
Salt tax is 
appropriate. 


evidence before the Committee that the quantity used 
in India is inadequate. 

167. It remains to consider the effect of variations 
in the rates of duty upon the consumption. For this 
purpose it is proposed to take as the index number the- 
figure of consumption per head for continental India 
in the year 1878-79, when the duty was Its. 2-14-0 in 
Bengal and Us. 2-8-0 in the other provinces. To arrive 
at this end the corresponding figures for subsequent 
years it is proposed to divide the total of the imports' 
'plus issues from places of manufacture by the total 
population affected. Even in this case it is impossible 
to be sure of accuracy, because, while a large part of 
India other than British India uses salt that has paid 
duty to the British Government, other considerable 
areas provide their own supplies, and the ascertain- 
ment of the population over which the duty-paid issues 
have to be divided is largely a matter of guess-work. 
The figures, however, are sufficient to afiord some 
general indications of the effects of the duty and the 
tendencies of consumption. On the basis indicated the 
consumption per head in 1878-79 was 8-9 lbs. With 
this as an index number it is found that, for the twenty 
years from 1882-83 to 1902-03, for the first six of which 
the duty was at Rs. 2 and for the rest at Rs. 2-8-0, 
the consumption ranged between 109 and 116. Suc- 
cessive reductions from Rs. 2-8-0 to Re. 1 between 
1903-04 and 1907-08 accompanied an increase to 136. 
The consumption remained steady after that for three 
years and then continued to increase, in spite of an 
increase in duty to Rs. 1-4-0 in 1915-16 and of the 
shortage and high prices during the War . For 1922-23^ 
it rose to the figure of 175, to fall to 153 on the intro- 
duction of a Rs. 2-8-0 rate for the single year 1923-24, 
which of course meant large issues before the duty was’ 
raised and again after it was lowered. On the whole, 
the figures of the 45 years show an increase of 50 per- 
cent. 

168. It would thus appear that, so far as general 
averages afford a guide, they do not support the idea 
that the effect of the duty has been to raise the price to 
a point at which it restricts the consumption below tho 
quantity necessary for health. Even granted that it 
has not had that effect, the 3 annas per head per annum 
which is what a duty at Rs. 1-4-0 a maund would 
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roughly represent, may involve a hardship in the case 
of the very poorest. But to apply Sir Josiah Stamp’s 
test, it may fairly be doubted whether a complete aboli- 
tion of the duty would result in any considerable in- 
crease in well-being in the case of these classes. If 
such an abolition were accompanied by a removal of 
control and free competition allowed, with its risks of' 
manipulations of supplies, it is quite possible that it. 
would result, at least temporarily, in large increases 
of price, over which the control now imposed in the' 
interests of the revenue affords an effectual check.. 
And it is of interest here to record that in Japan when 
“ in and after the financial year 1918-19 the idea of 
realising profit in the salt monopoly was done away 
with from the viewpoint of social policies,”^ the 
monopoly of manufacture, import and sale was con- 
tinued. 

It may be concluded that, if it is desirable to impose^ 
any tax on the mass of the community at all, there is 
much to be said for the continuance of the salt tax. 
The present rate of duty is appropriate and causes no 
serious hardship. The retention of the machinery for 
collection makes it possible to secure additional reven- 
ue with ease in case of grave emergency, which should 
be the only ground for raising it. It seems desirable* 
to add that changes in the rate should neither be made 
nor officially adumbrated except in cases of such grave- 
emergency. There is abundant evidence that the dis- 
cussions of recent years have resulted in much unsettle- 
ment of the market, considerable increases of price to 
the consumer and profit to the dealer with no advan- 
tage to the Exchequer. Dr. Paranjpye would like to 
see that the rate is reduced to about 8 annas in normal 
times as the figures given above show that the consump- 
tion increases with a decrease in duty. He considers 
that this is a legitimate source for increased taxation 
in cases of emergency and would therefore keep the 
normal rate very low. Also he thinks that any reduc- 
tion jin the rate should be appreciable, otherwise it 
would not benefit the mass of the people who buy their 
salt in very small quantities at a time. 

169. For an understanding of the various' systems 
of control now in force, it is necessary to touch briefly 
on the history of the salt revenue administration. 

* Financial and Economic Annual o£ Japan, 1924, page- 34. 
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This began in Bengal, after the assumption in 1765, 
under the Emperor's Firman, of the Dewanee of Ben- 
gal, Bihar and Orissa, by the grant of what amounted 
to a monopoly to an “ exclusive company The 
latter developed through sundry vicissitudes into a 
monopoly of the East India Company, which was pro- 
tected by a high rate of customs duty. The whole 
matter was enquired into in 1836 by a Select Committee 
•of the House of Commons which recommended that the 
monopoly should at least be reduced to a monopoly of 
manufacture, and stated that they hoped to see it re- 
placed by a combined system of customs and excise, 
under which other parts of India and British Com- 
merce might get a share of the supply, and that a trade 
might grow up from Madras to Ceylon. By the time 
the Committee reported, changes in these directions 
were already in progress, and among them was a re- 
moval of the obstacles to importation as a consequence 
of which a considerable import trade, for which bonded 
warehouses were provided, had been commenced. In 
the meanwhile the Madras Government, at the instance 
of the Governor-General in Council, had adopted a 
monopoly somewhat on the Bengal lines, but proposals 
put forward for the institution of one in Bombay had 
been rejected by the Court of Directors on the ground 
of the unsettled state of the country, and the various 
methods of taxing ‘ bay ' salt in that Presidency had 
been developed into a sort of excise system, except in 
the case of the large factory at Kharaghora on the edge 
of the Lesser Eunn of Cutch, where a monopoly system 
had been established. In Northern India the taxation 
was chiefly taken in the first instance in the shape of 
transit duties at the inland customs line or in that 
of town duties in outlying towns. This was developed 
by degrees by the assumption of direct control of the 
IChewra mines in 1850 and the acquisition of the right 
of manufacture in the Sambhar lake and other similar 
sources in 1869. In Burma the system of manufacture 
was by boiling and the system of control in force was a 
primitive one of levying a charge based on the capacity 
of the boiler. 

Mr. Plow- 170. While these developments were in progress a 

den*s enquiry, clause was inserted by the House of Commons in the 
Bill which subsequently became the Act for the Gov- 
ernment of India of 1853 directing that the monopo- 
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lies in Bengal and Madras should cease and that a 
system of excise should take their place. This clause 
was expunged by the House of Lords, and an enquiry 
was directed into the possibilities of such a change, 
and Mr. Plowden was instructed to make it. The 
general result of his enquiries, published in 1856, was 
to suggest certain modifications of the Bombay sys- 
tem of excise and the application of a similar system 
in Madras and Bengal. The Bengal monopoly was 
actually given up and an excise system introduced in 
1863, but meanwhile the imports had grown from 2 
lakhs of maunds in 1835 to 29 in 1851 and to 67 in 1863, 
and it v^as soon found that the private manufacturer 
was unable to hold his own against the importer at 
equal rates of duty, and the locally-manufactured salt 
almost entirely disappeared and was replaced by salt 
from Europe, and later from Egypt, Aden and the 
Red Sea. 

171. Meanwhile in Bombay a fresh inquiry was Mr. Pedder’a 
ordered in 1872 and conducted by Mr. Pedder, who was Jh?°MaSas 
by no means of the same mind as Mr._ Plowden, and Sait Commis- 
doubted ‘ ‘ whether it would not have been a wiser mea- 
sure to buy up the existing rights of Shelotrees and 
thus to introduce the Madras system.’’^ He reported, 
however, that it was then too late to make the change. 

Soon after a visit was paid to Madras by Mr. Ealk, 

President of the North wich Salt Chamber of ’Com- 
merce, who gave a highly coloured account of the 
quality of the salt locallj made. As a result a Commis- 
sion presided over by Sir Charles Pritchard of Bombay 
was in 1875 instructed to investigate the question of 
introducing an excise system, and this Commission, 
while finding that Mr. Falk’s statements were exag- 
gerated, reported that there were no insuperable prac- 
tical difficulties in the way of a change from monopoly 
to excise and that the measure was not likely to prove 
injurious to the interests either of the consumers of 
salt or of the imperial revenue. They regarded it 
as the most hopeful means of bringing about the im- 
provement which ” was ‘‘ desirable in the quality of 
the salt, and of giving to the Madras Presidency the 
share in the trade for the supply of other parts of 
India and of Burma and adjacent countries which its 

* Report on Salt Management in Bombay by Mr. W. Q. Pedder, 
page 14. 
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natural advantages and geographical situation should 
enable it to command.’"* A change was made in cer- 
tain faotories on the strength of the recommendation, 
but it was soon found that none of the anticipat- 
ed results ensued, and some of the factories reverted to 
the monopoly system, while in the case of others ex- 
tensions were instituted under what is known as the 
modified excise system, under which the licensee is 
bound to sell his produce or part of it to Government 
if notice is given him before a fixed date. 

172. Another feature in the history of this period 
was the development in Bombay of a system of grading 
the salt by passing it through sieves in order to take 
advantage of the fact that, the duty being levied by 
the weight and the sale in Southern India being by the 
measure, the salt that gives the greatest number of 
measures for a given weight is that which yields the 
largest profits' in the retail market. The development 
of this process led on the one hand to the extensive 
invasion of the Madras market, with the consequent 
danger of factories on that side having to be closed and 
the labour in them put out of employ, and on the other 
to the fact that, since stocks of graded salt were seldom 
carried over from season to season, there was a danger 
of shortage in the Bombay factories, which sold three- 
fifths of their produce outside the Presidency. These 
and other circumstances led to the appointment of the 
Salt Committee of 1903-04, who, while divided in their 
opinion as to any radical change, were unanimous in 
recommending that steps should be taken, when new 
factories were erected or old Government lands given 
on fresh leases, for the adoption of licensing on the 
modified excise plan to enable the Government to secure 
more command over stocks and prices. This recom- 
mendation has not been carried into efiect. 

173. The last stage of the history is concerned with 
the War and the events following it. Bengal and 
Burma, which were mainly dependent on imported sup- 
plies, were to a large extent cut ofi from them. Prices 
rose, sometimes to a fabulous figure, and a salt famine 
was threatened. The Northern India sources were 
unable to supply them because of the shortage of rail- 
way stock, which even gave rise to difficulties in supply- 
ing their ordinary markets. The Bombay factories did 


Beport of the Madras Salt Oommission, 1876, paragraph 559. 
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little in the way of expanding their output. It was 
left to the factories in Madras and to the local manu- 
facturers in Burma to make up the deficits. In both 
cases a very large increase in output was secured, but 
it was secured at a serious loss to the manufacturers, 
who found themselves, when imports recommenced, 
unable to compete owing to differences in qualities of 
salt, high rates of freight and certain other handicaps 
which will be mentioned later. 

174. The above brief sketch pf the history of the 

salt revenue system shows how it comes about that 35 suppi? Siat ] 
per cent of India's needs is produced by or for sale to iias resulted. 
Government, 30 per cent is imported and another 35 
per cent is manufactured by licensees subject to a pay- 
ment of excise. 

175. The sources at which salt is produced for sale 

by Government are the Kliewra mines in the Punjab, Government, 
the Sambhar Lake and subsidiary sources in Pajpu- 
tana, and the large factory at Kharaghora on the edge 
of the Lesser Bunn of Cutch, in addition to which there 
are one monopoly factory for the manufacture of ' bay ' 
salt in Bombay and a number in Madras. In the areas 
dependent on the first two sources, the practice of the 
country is to buy salt by weight and not by measure. 

The salt issued from the sources is of uniform quality 
and it is issued at cost price, generally on indents re- 
ceived for issues by rail. The system has the advan- 
tage that it facilitates large scale production, which 
in the case of salt conduces greatly to cheapening of 
cost, that it eliminates the private profits of the manu- 
facturers and to some extent that of the dealers, and 
that it enables the Government to regulate the supply 
to meet the demand and to place a reliable article on 
the market at cost price 'plus duty. Nor, so far as the 
Committee are aware, is it open to the objection so 
commonly raised in the case of Government enterprises 
that they are expensive and badly managed. The de- 
partment has a reputation for cheapness and efficiency. 

This is true also in a great measure of the supply from 
Kharaghora, but in a less degree of that from what are 
known as the monopoly factories in Madras, that is, 
factories at which salt is manufactured under license 
for sale to Government, and to the similar factory in 
Bombay. These factories, if they are to command a 
sale in a market in which lightness is the chief desi- 
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deratum, must adopt the processes of manufacture of 
the excise licensees with whom they are in competition, 
and if they retain stocks against a shortage, are liable 
to find that in course of time they are unsaleable. 

176. The areas which are chiefly dependent upon 
imported salt are Bengal, Bihar and Assam and a great 
part of Burma. Their dependence on this source is 
due in a great measure to the quality of salt imported, 
since the ordinary bay salt, which alone is suitable in a 
market that buys by measure, is distasteful to consu- 
mers who are used to a white fine-grained article. In 
addition to this the importer has the advantage of very 
low freights, which result from the fact that the vessels 
which bring the salt to India would otherwise have to 
travel in ballast. He is able to import his salt in bulk 
and pays no charge on account of duty on what may 
be lost on the voyage. On arrival he is able to put his 
salt into a bonded warehouse, and in the case of Bengal 
he can transfer it from there to an inland bonded ware- 
house, and so again defer payment of duty until he 
actually issues it on sale. On the other hand, the 
the Indian manufacturer is handicapped in his compe- 
tition in these markets by a limitation on the tonnage 
of the vessel in which he may transport, by regulations 
regarding transport in bond, by a charge for duty on 
losses on the voyage, by high rates of steamer freight 
and still higher rates of railway freight, by the exclu- 
sion of salt transported by rail from the bonded ware- 
houses, which receive only salt imported by sea, and 
by the absence of any inland bonded warehouses for salt 
imported by rail. Another serious difficulty is to be 
found in the fact that a strong combination of the 
merchants in Calcutta is able at one time to prevent any 
new class of salt from finding a footing in the Bengal 
market, at another to raise the price to the Bengal con- 
sumer to a figure much above what might be expected 
from free competition. Similarly in Eangoon the 
prices are kept at a high level as long as the imported 
salt is alone in the market and fall immediately the 
monsoon abates and supplies from the local factories 
become available. 

In short, the present import arrangements, by open- 
ing the markets of the world to Bengal, give the Ben- 
galees salt of a sort they have learnt in the course of 
years to appreciate. On the other hand, they are at 
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times compelled to pay for it a price in excess of what 
is reasonable. Moreover, so large a dependence on 
imported salt results in a danger of shortage of supplies 
such as occurred during the War and in discourage- 
ment to an Indian industry. 

177. A considerable part of the arguments bearing 
on the comparative merits of the monopoly and excise 
systems has been developed in tracing their history, and 
the Committee do not propose to repeat it here. Before 
summing up their conclusions, however, they think it 
desirable to mention two points which have a general 
bearing on the case. The first point is one that affects 
any proposal for concentration of manufacture, and 
consists in the fact that, both in Madras and in Burma, 
the manufacture of salt is in a large measure a subsi- 
diary industry to agriculture. Though many of the 
holdings of the licensees taken by themselves are un- 
economic, the manufacture takes place in the hot wea- 
ther and gives employment to agricultural labourers at 
a time when there is little work in the fields. The 
necessity for such subsidiary employment is constantly 
being insisted upon as one of the chief economic neces- 
sities of India, and the existence of an industry that 
supplies it is a matter to be taken seriously into consi- 
deration in any proposals for concentrating manufac- 
ture so as to be able to place it on a sounder footing 
from a purely commercial point of view. 

The second consideration is one relating to the 
system of control, and is intimately connected with the 
question of grading. In Madras, from the earliest 
times, there has been in force an extremely meticulous 
system of control and accounts at every stage from the 
time the salt leaves the pan till it is sold and removed 
from the factory. These processes, which are per- 
haps unduly meticulous under present conditions and 
under the present rate of duty, are fully described in 
the Salt Manual of the province. Conditions in Bom- 
bay are very different. So long ago as 1856, Mr. Plow- 
den wrote ; 

The weak point in the Bombay system of Excise 
is, that a sufficiently correct account is not secured of 
the stock of Salt on hand at a given time, at any given 
place. . . . The produce is not weighed or mea- 

sured into store, but is booked up by estimate. It is 
objected that it could not be measured as stored into 
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heaps without a great increase of expenditure, and 
that, even if it were measured into store, the loss from 
wastage and other casualties would constantly vitiate 
the stock account. I am not satisfied of the sufficiency 
of these objections. In the Madras Presidency, where 
the process of manufacture and storage is precisely 
similar, the produce is measured into heaps of 10 garce, 
or 1,200 maunds. The heaps in the Bombay Presi- 
dency vary from 200 to 3,000 maunds, and there seems 
to be no reason, therefore, why, on the whole, the pro- 
duce should not be measured into store at the Bombay 
Works with as much facility, and at as small a cost, 
as at the Madras Works, nor should there be any 
greater difficulty than at Madras in keeping up the 
subsequent account.'’'^ The Committee, at their in- 
spection of a Bombay factory in June 1925, found the 
existing condition of affairs very much as described 
above. Each of the numerous licensees keeps a separate 
heap for each of his numerous grades of salt. During 
the manufacturing season these are being constantly 
added to or deducted from, and no account is taken 
except of the quantity sold. After it the salt is left 
in heaps of varying sizes, covering miles of country. 
There are no fences, and the guarding arrangements 
do not appear to be very efficient. The only account 
taken of the manufacture of the year is by an eye 
estimate, and it is admitted that, for the purpose of 
making any accurate comparison of manufacture with 
wastages and issues, the accounts are worthless. 

The compa- remains to sum up the comparative merits 

and demerits and demerits 01 the two systems. A system oi excise 
esSeand almost necessarily involve a measure of freedom 

monopoly from control both in the process of manufacture and in 
systems. character and quality of the product. This free- 

dom will naturally be exercised by the manufacturer 
to produce an article which will command a ready sale 
with the largest possible margin of profit, and except 
to the extent that it afiects sales, purity will be a 
secondary consideration. The question is, whether 
such freedom is compatible with the duty to the con- 
sumer of a Government which imposes a duty of several 
hundred per cent on the cost of a necessity of life. It 
is also the duty of Government under such circums- 

* Report to the Government of India by Mr. G. Plowden on the 
manufacture and sale of, and tax upon, salt, page 50 . 
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tances to see that stocks are maintained and that prices 
are not raised unduly high, whereas a manufacturer 
working for private profit will naturally seek to take 
advantage of shortages of stocks and if possible to 
corner the market. Again, the system of grading, 
which is born of the excise system and fostered by the 
system of sale by measure, has tended to check the 
manufacture in Bombay and Madras of a salt accept- 
able to the Calcutta market, which is the first step 
towards making India self-supporting. On the other 
hand, the cost price of salt is so small in comparison 
with the duty as to allow of a considerable degree of 
profiteering without complaint on the part of the con- 
sumer, and the shortages which have occurred have not 
so far given rise to a situation comparable in serious- 
ness to that which resulted from the check on imports 
during the War. On the whole the Committee concur 
with the conclusions of the Committee of 1903-04 that 
there is no necessity for a radical change, but that it is 
desirable to take measures for securing more control 
over stocks and prices by giving Government an option 
of purchase whenever leases are renewed or new leases 
given. To this they would add a recommendation 
that, when both sets of factories come under the control 
of the Central Board of Revenue, steps should be 
taken to introduce into Bombay a system of weighment 
into store similar to that in force in Madras, coupled 
with a much more accurate and complete system of 
accounts, and that there should be made an enquiry 
into the possibility of improving the system of fencing 
and guarding in the Bombay factories. 

179. To sum up, the Committee are of opinion that Summary of 
the large scale production in ISTorthern India and the 'conclusions, 
system of manufacture at Kharaghora result in the 
Slippy of salt of good quality at a reasonable price, and 
that the arrangements for sale are cheap and satisfac- 
tory. The obstacles to the supply of Indian salt to 
Bengal lie in — 

(a) the long land journey from the monopoly 

sources of the north; 

(b) the handicaps on transport from Bombay and 

Madras ; and 

(c) the fact that the quality of salt which' is con- 

sumed in Bombay and Madras is not accept- 
able to Bengal and Burma. 
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To remedy these defects the Committee are of opinion 
that an enquiry should be made as to the extent to 
which the handicaps on the Indian manufacturer can 
be removed by removing the limitation on the tonnage 
of the vessel and by modifying and making uniform in 
both provinces the regulations regarding transport in 
bond and the charge of duty for losses on the voyage, 
by examining the possibility of giving lower rates of 
railway freight for salt loaded in returning coal 
wagons and by opening inland bonded warehouses for 
salt imported by rail. In addition to this they consider 
that every encouragement should be given to the manu- 
facture in these provinces of salt suitable for consump- 
tion in Bengal, and that among the means adopted to 
that end should be the pioneering of such manufacture 
by Government, the leasing of Government pans to 
capitalists who are prepared to develop such manu- 
facture, and the grant of an allowance to the local 
manufacturer of a sum equal to the cost to which the- 
licensee is put by reason of Government control. They 
further consider that it is desirable that India should’ 
be made self-supporting in the matter of salt supply, 
if this end can be secured by the granting of a strictly 
temporary advantage to the local manufacturer,, 
whether by way of rebate of duty or of a differential 
duty on imports, or both, and that an enquiry should 
be made into this aspect of the question by the Tariff 
Board. In order to modify to some extent the defec- 
tive operation of the excise system, they would further 
recommend — 

(a) that, in places where manufacture by petty 
licensees is inevitable, leases of Government 
pans should on renewal be given on condi- 
tion of sale of the whole or part of the 
produce to Government, if demanded before 
a fixed date in each year ; 

(&) that excise licensees should when practicable 
be offered the option of sale to Government ; 
and 

(r) that new factories should not be made over to 
small holders. 

Dr. Paranjpye considers that the aim of Govern- 
ment policy should be to make salt manufacture a mono- 
poly in the hands of the Government and that no new 
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.steps should be taken that would militate against the 
■attainment of this aim. 

180. It remains to consider the arrangements made Duty-free 
for the issue of salt free of duty for use in industries 
and agriculture. So far as the issues for textile and 
■other industries go, the Committee have examined the 
rules in force in different provinces and find them satis- 
factory. In the case of agriculture, rules have been 
issued in Bombay, which appear to be on the right lines, 
and the Committee would suggest that they should be 
extended to other provinces. There remain the duty- 
free issues for the purpose of fish-curing, which seem 
to be open to criticism from two points of view. In 
the first place the duty on salt is a duty on an article 
■of food. It is probable that only a proportion of the 
salt issued for fish-curing actually passes into consump- 
tion with the fish, but in so far as it does so, there 
•appears to be no ground of principle on which the duty- 
free issue of this salt can be justified when the person 
who consumes other articles of food and takes salt with 
them pays duty on all the salt that he consumes. 
Against this somewhat theoretical argument has to be 
considered the practical fact that the salt is added to 
the fish as much for the purposes of preservation as for 
consumption and that the effect of the concession has 
been to render available for supply to the people a large 
amount of foodstuff that would not otherwise have been 
preserved. This was a matter of grave importance at 
a time when the duty stood at Rs. 2-8-0 and the value 
of the rupee in relation to foodstuffs was much higher 
than it is at the present day. The other criticism is 
that this exemption tends to be partial in its operation. 

Of the nine provinces of India only five have any 
'Considerable extent of coast line. Of the five, two 
-enjoy the main advantage of the concession. Of the 
two, Madras and Bombay, the issues in Madras are 
three and a half times as large as they are in the case 
-of Bombay. These differences are undoubtedly largely 
a, matter of history and result from the Provincial 
administration of an Imperial tax. On the whole, it 
seems to the Committee that it is desirable that the con- 
cession should be continued so long as it does not in- 
volve, as it has sometimes done in the past, any cost to 
the Imperial Government in excess of the actual duty 
remitted. At the same time it seems that it is essential 



156 


that, subject to this condition, the concession should be 
extended to all provinces, provided satisfactory 
administrative arrangements can be devised, and 
should not be confined as at present to sea fish or to 
curing establishments on the coast line. 

Cotton Piece-goods, 

181. Of the central excises the next in importance 
after the salt tax is that upon cotton piece-goods. This 
tax is one which calls for examination from two points 
of view, firstly, on its merits, and secondly, in the light 
of its history, 

182. From one point of view, viz., that of the con- 

1 s men a. jg better tax than that on salt, inasmuch as 

he can within certain limits reduce consumption with- 
out injury to health, and has in fact been doing so in 
a marked degree in recent years. When taken in com- 
bination with the import duties on cotton goods, the tax 
to a great measure satisfies the conditions laid down 
by the Fiscal Commission for an excise. The duty is 
collected on accounts maintained at the mills with a 
minimum of cost or interference with the processes of 
the industry ; and if they so desire it, the mill owners 
can pay it on issues from bond instead of on manufac- 
ture. In combination with the import duty on import- 
ed goods it afiects practically all classes of the Indian 
population; and inasmuch as the import duty, which 
applies chiefly to goods of the finer qualities, is much 
higher than the excise duty, which applies to the 
coarser goods, the bulk of which are made in this 
country, while the coarsest of all which are made in 
hand-looms are free of duty, there is an element of 
graduation. On the other hand, it may be mentioned 
that the corresponding tax in Egypt has recently been 
removed, and that that which is understood to be still 
in force in Japan has been condemned by the Taxation 
Commission of 1920-22. 

The question 183. It has been contended with much insistence, 
the^totry“ espscially during the last year, that the tax has had an 
injurious eflect upon the cotton industry in this 
country and has been largely responsible for the losses 
which have recently been sustained. There can be 
little question that as a matter of history, over a period 
during the greater part of which the duty has been in 
operation, the industry has developed greatly and that 
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it has had periods of very great prosperity. The first 
mills were built in the fifties of the last century, and by 
1880, 58 mills were in operation. By 1896 their num- 
ber had risen to 167 and by 1923 to 323. In the last 
quarter of a century the number of spindles has 
increased from 4,945,783 to 7,927,938, and the produc- 
tion of yarn from 512,385,000 to 705,488,000 pounds. 
While the growth of spinning has been comparatively 
slow, the increase in the weaving branch of the indus- 
try has been very great. In 1900, 40,124 looms were’ 
in operation, producing 341,177,000 yards of cloth, 
while in 1923 there were 144,794 looms with a produc- 
tion of 1,725,218,000 yards. The capital invested has 
increased meanwhile from 13-| to 43 crores, and the 
dividends distributed during the eight years ending 
1922 amounted to over 50 crores. Even as late as 1923, 
the last year for which complete figures are available; 
60 mills out of 91 quoted in the stock and share lists 
issued dividends amounting on the average to 31*86 
per cent on the paid-up capital. 

On the other hand, the price of cotton all the world 
over is now exceedingly high, the price of cloth has 
outstripped the purchasing power of the people, and 
this has resulted in a large decrease in consumption. 
As a result of this and other causes there has been a 
period of over-production of textiles all the world over, 
and this has been specially pronounced in India where 
the potential output of coarse piece-goods is now 2,000 
million yards as against less than 1,200 millions less 
than ten years ago. China is another country in which 
production has increased, and this has resulted in the 
loss by India of a large market. Japan is another and 
is alleged to have been enabled to increase its hold on 
the Indian market as a result of cheap labour, longer 
hours of working, double shifts, with a resultant reduc- 
tion of overhead charges, cheap freights, bounties, a 
falling exchange, and a command of the home market 
which enables it to sell goods in India at less than they 
cost to produce here. 

184. The arguments advanced in support of the 
contention that the duty is injurious to the industry 
may be reduced to three : first, that the protection 
afforded by the tariff is inadequate; second, that the 
industry is heavily burdened by other taxes ; and third, 
that the tax is a tax on production. 


Tie case 
against tie 
tax from this 
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The question of protection is a question for the 
Tarih Board, and the degree of protection to be given 
is a matter independent of the propriety or otherwise 
of the excise duty. So far, however, as figures are at 
present available, they seem to indicate that the com- 
petition of Japan is chiefly with Lancashire, and that, 
in the case of goods produced in the Indian mills, there 
has so far been no large invasion of the market. 

The other taxes on the industry a.bout which com- 
plaint is made are, first, the customs duties on machi- 
nery and materials used in the mills, and second, the 
municipal taxes in the city of Bombay. As regards 
the first of these taxes, the rate on machinery is only 
2 ^ per cent, and action has been taken in the Finance 
Act of 1925 to apply the same low rate to reeds and 
shuttles and similar articles As regards the muni- 
cipal taxes in the city of Bombay, the question is one 
for examination under the head of local taxation. It 
is clear that, if on revenue grounds a general excise 
duty is desirable, it would not be proper to reduce it 
because of high local rates in a particular area. 

There remains the argument that the tax is a tax 
on production. It is urged that no other industry is 
burdened with such a tax, that the tax represents a tax 
of 5 per cent on the paid-up capital, that it has to be 
paid whether there is a profit or not, and that, if it had 
not been levied in 1923, the recorded loss of the mills 
in the Bombay Island of 117 lakhs of rupees would have 
been reduced to 17 lakhs. This last argument is clear- 
ly based on a wrong assumption, namely, that the 
whole of the cotton excise duties was paid by the mills 
which made the loss. It has been seen above that two- 
thirds of the mills paid dividends in the year in ques- 
tion at an average rate of 32 per cent. If they paid 
two-thirds of the excise duty, then the amount avail- 
able to be set off against the loss of those that worked 
at a loss would be, not 100 lakhs, but 33^ lakhs. 

As regards the case as a whole, there is probably 
some element of truth in the contention that, if the 
excise duty were abolished, this industry would benefit, 
if it is to be assumed that the customs duty on all 
grades of imported cloth is to remain at 11 per cent. 
The degree of protection afforded to the Indian manu- 
facturer would thereby be increased from 7| per cent 
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to 1 1 per cent in the classes of goods in which he has to 
meet severe competition from the foreigner, since he 
would be able to demand the same price for his pro- 
ducts, while the cost of production would be reduced by 
the amount of the excise. The Committee understand, 
however, that the competition of the foreigner with the 
goods made in the Indian mills, with one exception, 
that of sheetings, is comparatively small. In the case 
of other classes of goods, therefore, the price is deter- 
mined by the conditions prevailing in India itself, in 
which the main factors are the cost of production, the 
intensity of internal competition and the purchasing 
power of the consuming masses. In such circums- 
tances the tax must be borne mainly by the consumer, 
inasmuch as competition will impose the same limits of 
profit or loss to the manufacturer whether the tax is 
in existence or not. The chief advantage v/hich the 
manufacturer might reap by the abolition of the duty 
would be due to the possible stimulation of demand 
owing to the reduction of price, but the effect in this 
direction of a reduction of 3-|- per cent is not likely to 
be profound. 

185 The genesis and earlier history of the tax is a 
factor which cannot be disregarded in estimating its Mstoiy. 
merits, and it must be confessed that the circumstances 
under which it was originally imposed and adhered to 
in spite of public opinion and of the opposition of the 
Government of India has created a volume of hostility 
which time and changed circumstances have in no way 
abated, and which on a broad view must seriously im- 
pair the merits of the tax. 

Its history, which has been fully recorded in the 
report of the Fiscal Commission, falls roughly into 
three stages. From 1875 to 1882 the question in issue 
was whether it was legitimate that the Indian tariff, 
which was imposed for revenue purposes, should tax 
English cotton manufactures imported into India. 

This stage ended with the abolition in 1882 of the 
general import tariff. The second stage began with 
the revival of the general tariff in 1894, when, as a 
result of pressure from England, an excise duty of 6 
per cent, corresponding to the duty imposed on import- 
ed goods, was first imposed on Indian yarns of counts 
above twenties, the object being to impose a counter- 
vailing duty on both the yarn and the cloth which com- 
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^eted with imported goods. In 1896 this was changed 
into an excise duty on cloth, the rate being reduced to 
'S-J per cent, and the duty on coarser cloths which did 
not really compete with Lancashire was thus first im- 
posed. At the same time the import duty was reduced 
to the same level as the excise duty. This period of 
equal duties continued till 1917. The third period, 
one of diSerential duties, began in that year with the 
raising of the import duty on cloth to 7^ per cent. It 
was raised again in 1921 to 11 per cent. In 1922 an 
import duty of 5 per cent was imposed on yarn and a 
proposal to raise the excise duty to 7^ per cent was 
rejected. The local trade has thus since 1921 enjoyed 
protection to the extent of 7^ per cent on cloth, while 
in the case of yarn there is a difference since 1922 of 5 
per cent. The whole case was meanwhile under review 
by the Indian Fiscal Commission. That body were 
unanimous in recommending that the duty should be 
abolished, and while the recommendation of the mino- 
rity ended there, the majority considered that, after 
action had thus been taken to '' clean the slate the 
matter should be examined de novo from the point of 
view, first, of protection, and second, of revenue. In 
other words, their recommendation was that the Tariff 
Board should consider the rate of import duty neces- 
sary for the protection of the industry and that, when 
that had been fixed, the legislature should determine 
whether, in addition to the protective duty, a consump- 
tion duty was required, and if so, should impose a 
suitable rate on local production and enhance the 
import duty by a like amount. 

Meanwhile, simultaneously with the introduction 
•of the first measure of protection in 1916, His Excel- 
lency Lord Hardinge had given an assurance that the 
excise duty would be altogether abolished as soon as 
financial considerations permitted, and the history of 
the cotton duties since 1922 is the history of the efforts 
of the Government of India to restore the financial 
equilibrium which had been lost in the aftermath of 
the War. This pledge has been repeated since by more 
than one high official of the Government of India, and 
as recently as August 1925 by His Excellency the 
Viceroy himself. 

* Since the above passage was written, intimation has been received 
that the duty has been suspended. 
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186. To sum up ; if for revenue reasons a general Summary, 
excise is necessary, an excise duty on locally manufac- 
tured cotton goods, coupled with an adequate customs 
duty on imported goods, need not necessarily be con- 
demend so long as the burden on the consumer is not 
too great, and is less objectionable than some others, 
inasmuch as it falls on the consumer and not on the 
producer, and is collected with a minimum of trouble. 

It affects the industry only in so far as it has the result 
of increasing the price and reducing consumption, but 
the Government of India are pledged to remove it as 
soon as financial considerations permit, and therefore 
it must be classed by the Committee among the taxes to 
be abolished, and when abolished replaced by other 
sources of revenue. 


Petroleum. 

187. The third of the excises at present in force is The duties on 
one of 1 anna a gallon on kerosene oil and of 4 annas a gatisSSy.^^ 
'gallon on petrol, the corresponding rates of customs 

duty being 2^ annas and 4 annas. The duties are easy 
to collect. The former falls on all classes of the popula- 
tion, but more heavily on those who use considerable 
quantities of oil for lighting purposes. The latter is 
partly a tax on transport, but falls principally on the 
classes that are sufficiently wealthy to possess or use 
motor cars. Some objections have been raised in parti- 
cular to the taxation of petrol, but the Committee do 
not consider that there is any urgent case for reduction. 

In any case, should remission of taxation become pos- 
isible, they would give preference to the tax on kerosene. 

New Excise Duties — Sundry Suggestions. 

188. New excise duties are suggested sometimes for Proposal 
the purpose of restricting consumption, sometimes for Xri^uT^^ 
the purpose of preventing a loss of Customs revenue, objects, 
sometimes for the purpose of creating new sources of 
revenue. 

Those of the former class belong to a later chapter. 

It is sufficient to mention in passing here the suggestion 
that, because India is a sink of the precious metals, an 
endeavour should be made to check their unprofitable 
use by a consumption tax. This is a point for con- 
sideration, if at all, as part of the currency problem. 
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189. The maintenance of a high revenue tariff may 
result in the fostering behind the tariff wall of an indus- 
try which profits at the expense of the consumer and 
reduces the Customs revenue. An instance of such a 
possibility is found in the case of matches, in connec- 
tion with which local factories are springing up under 
cover of a duty amounting to 200 per cent. The 
statistics available to the Committee do not indicate 
that the time for intervention has yet arrived, but the 
matter is likely to need examination by an expert body 
sooner or later, especially if it appears that, as a result 
of the duty, a heavy burden is being put on the consumer 
without any corresponding benefit to the Exchequer. 

190. Excises for revenue purposes have been 
suggested on candles, tea and coffee, aerated waters, 
coal, patent medicines, betel and tobacco. An excise 
on candles is undesirable because it would operate 
mainly only in Burma, where it is understood they are 
used largely in connection with religious ceremonies. 
One on tea and cofiee would be difficult to collect, and 
in the former case would tend to discourage a habit for 
the encouragement of which the industry has subjected 
itself to a cess. An excise on coal would involve taxing 
the raw material of the industry generally and taxing 
a particular industry which is not at present in a posi- 
tion to bear it. A provincial tax of this nature would 
also involve the levy of a tax by the provinces in which 
the coal mines are situated upon their neighbours. On 
all these grounds the proposal appears to the Com- 
mittee to be unsound. The levy of an excise on betel 
is a very old proposal, and has usually been combined 
with proposals for the taxation of tobacco, which will 
be dealt with later. While, however, it would clearly 
be undesirable to impose taxation on both at once, such 
distinction as can be drawn between them is in favour 
of betel, since Indian opinion tends to regard tobacco 
as the more harmful luxury. The remaining articles 
may be dealt with separately. 

Crated Waters. 

191. An excise on aerated waters has been levied in 
England and in other European countries and has 
recently been recommended in Japan by the Taxation 
Commission of 1920-22. The plan of levying it is 
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commonly through a stamp pasted over the mouth of 
the bottle. A simple plan in India would be by a tax 
on cylinders of carbonic acid gas issued for this pur- 
pose. It would fall largely on the upper and middle 
classes. The objections to it are that it might drive 
people who would otherwise avoid it to the use of 
impure water and that a multiplication of small excises 
is iindersirable. A majority of the Committee are of 
opinion that it may be noted as a comparatively un- 
objectionable way of raising money, but that it should 
be given a low place in the order of preference. 

Patent Medicines. 

192. Patent medicines are generally considered a The taxation 
suitable subject of taxation, partly for reasons of 
regulation, partly because they involve a form of luxury 
consumption, which is occasionally harmful, and are 

taxed among other countries in the United Kingdom, 

Canada, South Africa, Italy, Prance, the United 
States of America and Japan, though it is understood 
that in the last case the abolition of tax is in contem- 
plation. The tax is usually levied in the shape of a 
stamp duty and is collected with comparative ease sinoe 
advertisement is an essential of the trade. In England 
the charge of duty extends to all medicines in which 
any proprietary right is claimed, or which are adver- 
tised or held out, without disclosure of the formula, as 
a cure for any ailment or disorder incidental to the 
human body. The adoption of a definition on these 
lines would meet one objection taken to the tax, namely, 
that it would interfere with the business of 'oaids and 
hakims. It will be clear that such interference would 
only arise^ in the case of advertised medicines, and not 
in that of prescriptions made up for private patients. 

A suitable rate for the tax would be 4 annas in the 
rupee. Us imposition should be accompanied by the 
application of a similar definition to imported patent 
medicines and an increase in the tariff rate on these to 
50 per cent. 

Tobacco. 

193, The absence of any internal taxation on Thestdtabi- 
tobacco is a feature which distinguishes the fiscal 
system of India from that of almost every other civilis- for taxation, 
ed country in the world. The considerations which 

i2 
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have led in other countries to the selection of tobacco' 
as one of the principal subjects for consumption taxa- 
tion apply with equal force to India, It is a typical 
instance of a conventional luxury whose use goes down 
to the poorest classes, and it is an article the consump- 
tion of which can be varied greatly both in quality and 
quantity according to the means of the consumer. Its 
use is also retarded with disfavour by large sections 
of the people. Though anything in the nature of 
exact statistics is impossible, there is reason to believe 
that its use in India is even more widespread than in 
many of the countries which subject it to taxation. In 
the Sikh community the use of tobacco is forbidden. 
All other communities use it in one form or another, 
without distinction of caste or creed, and in many 
parts, without distinction of sex. 

Previous^ 194 . The taxation of tobacco has been considered 

numerous occasions in the past when the need has 
arisen for new revenue. But it has always been felt 
that the administrative difficulties of evolving a suit- 
able system which would bring in a sufficient revenue- 
prevented the imposition of the tax. The forms in 
which tobacco is consumed range from cigars and ciga- 
rettes made up in European style to forms of tobacco- 
which can hardly be distinguished from the raw leaf. 
All forms of manufactured tobacco imported from 
abroad pay a tax, which is as high in some cases as 
100 per cent ad naloTem. In addition to the imported 
article, there is a considerable manufacture in India 
of cigars, cigarettes and smoking tobacco on European 
lines. To the extent that imported tobacco is used in 
these, the article is already subject to taxation. Of 
the factories where they are made the more important 
are up-to-date concerns using power-driven machinery. 
Below these come organised factories employing hand 
labour, and at a still lower stage the manufacture of 
cigars, cheroots and hiris is carried on as a cottage 
industry. There are also small factories engaged in 
making up country tobacc'o into forms in which it is 
smoked by members of the richer classes who have not 
taken to European forms of tobacco. But the great 
bulk of the tobacco which is consumed in India is grown 
in small plots scattered over the country subjected by 
the cultivator to a very rough form of curing, and 
either consumed by the grower or sold like any other 
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form of country produce in the bazaars. It will be 
clear that the chief difficulties which stand in the way 
of tobacco taxation in India are the wholly unorganised 
system of production and the fact that, on its way to 
the consumer, the tobacco does not pass through any 
well recognised stage at which an excise duty could 
be levied. 

195. The possible methods by which tobacco could 
taxed in India are four in number — 

(1) a Government monopoly, 

(2) an acreage fee, 

(3) a regular excise system, and 

(4) a system of licenses. 

A Government monopoly in India would be too vast 
an undertaking to be considered. A system of taxa- 
tion through an acreage fee levied on the cultivator 
would have the advantage of simplicity and produc- 
tivity. But administrative difficulties render it im- 
possible to recommend this form. The chief difficulty 
is that, though the growing of tobacco on a commercial 
scale is concentrated in a few well defined areas, the 
cultivation of tobacco for home use and for sale in the 
local markets is exceedingly scattered. The plots are 
very frequently a small fraction of an acre, and though 
in certain provinces the land revenue system would 
probably enable ail cultivation to be reached, in the 
permanently-settled areas a special staff would be 
necessary ; and in either case, supervision of cultivation 
which is scattered to so marked a degree would be .ex- 
pensive, difficult and onerous to the cultivator. 
Another difficulty is that there are great variations in 
die yield of tobacco from a given area, which v/ouM 
render the imposition of a single acreage rate im- 
possible, while a system of differing rates would again 
involve large expenditure on supervision and an oppor- 
tunity for oppression by subordinate officials. Even 
if these difficulties could be surmounted, unless a 
similar duty was imposed in Indian States, cultivators 
in British India would be at a serious disadvantage. 
An objection which has been raised in the past to an 
acreage fee system is that it would be regarded as a 
breach of the land revenue settlements to impose a 
special tax on a special crop. It does not seem that 
any real breach of faith would be involved, because an 
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essential distinction must be drawn between a charge 
ia the nature of land revenue, which is meant to fall on 
the cultivator, and one which is expected to be passed 
on to the consumer. It is doubtful, however, if the 
cultivator would appreciate the distinction, and for 
this reason an acreage duty would probably excite 
considerable resentment and is not to be recommended. 

196. There remain the systems of excise and of 
collecting an indirect excise through a system of 
licensing. Both these systems have been repeatedly 
considered, but have been rejected, the first, because 
there was no organised industry to which it could be 
applied, and the second, because it was considered 
that no system of licensing would yield a revenue suffi- 
cient to make it worth while. The position of affairs 
would appear to have altered in both these respects, 
in the first place because a considerable local industry 
has grown up behind the tariff wall, and in the second 
because there is a considerable amount of actual ex- 
perience of excise systems within the limits of India 
under which a by no means inconsiderable revenue is 
collected. 

197. In connection with the first of these points 
the tariff has been increased by successive steps from 
5 per cent on cigars and cigarettes in 1909 to 50 per 
cent in 1916, 76 per cent in 1921 and to a figure which 
amounts in some cases to 100 per cent in 1925. 

Among the results has been the practical extinction 
of imports of cheap cigarettes, a large increase in the 
import of unmanufactured tobacco for use in cigarette 
making, and a large development of the local manufac- 
ture of cigarettes, which is estimated to amount to 
about 4,500 millions per annum. 

198. Meanwhile in the city of Bombay a revenue 
of 4-85 lakhs is derived under a system of taxation 
which has been inforce since 1857 through a town duty 
of Bs. 7-8-0 a maund levied at bonded warehouses, 
coupled with a nominal license fee. In French India, 
while cultivation and manufacture and possession are 
not restricted, the privilege of vend of tobacco is sold 
by auction under conditions which give each shop a 
practical monopoly of a local area. In Portuguese 
India a customs duty is levied and a license fee charg- 
ed for wholesale or retail vend. The Committee’s infer- 
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mation regarding the imposition of a tax of the same 
kind, in the Indian States is incomplete, but they have 
received particulars from fifty-eight States that impose 
such taxation. The commonest form is an import 
duty, which is coupled in a few cases with a tax on 
local production, but more often with a system of li- 
censing vend. In two cases complete monopolies are 
given. The States that receive the largest revenues 
from this source are Travancore, Cochin, Nawanagar 
and Patiala. In Travancore and Cochin, cultivation 
is prohibited and a duty is levied, in the former case 
on tobacco entering the State, while in the latter both 
wholesale and retail shops are sold by auction. In 
Kawangar the monopoly of the right of collecting 
duties boh on imported and on locally-made tobacco 
and of selling the same is sold by auction. The lowest 
rate of duty for ordinary tobacco leaves, whether im- 
ported or locally produced, is Its, 10 per maund, and 
this rises to Ps. 16 for cleaned, sifted and sliced 
tobacco. Coupled with this are rates of one rupee per 
thousand for Mris, 50 per cent ad valorem on country- 
made cigarettes, and 8 annas per pound on scented 
tobacco and other special sorts. In Patiala, free 
cultivation is permitted, but the cultivator is allowed 
to sell his crop only to a licensed vendor and the State 
is divided into monopoly areas, the sole privilege of 
vend in which is sold by auction. The return in 
revenue under these systems varies from 2-2 annas per 
head in Patiala, and 3 annas a head in French India 
to 6 annas a head in Nawanagar and 8T annas in 
Travancore. Some idea may be gained of the possible 
revenue effects of introducing a similar system into 
British India when it is remembered that one anna 
per head on the population of British India would 
give a revenue of 164 lakhs. 

It would seem to follow from these figures that, 
while there is now a manufacturing trade which could 
bear a light excise without hardship, there is also 
i-eason to suppose that the introduction of a licensing 
system would not be so unproductive of revenue as it 
has hitherto been expected to be. 

199. In describing 3. system on which it would The outlines 
appear to be practicable to introduce the taxation of 
tobacco, it will be convenient to dealt first with tobacco adoption- 
manufactured in European fashion in regular fact- ’ 
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ories. As has already been indicated, there are 
various grades of factory, the most important being 
the large cigarette factories which have been estab- 
lished to supply the Indian market. These establish- 
ments manufacture cigarettes of various grades and 
smoking tobacco. Part of their output consists of 
cigarettes made wholly of imported tobacco or contain- 
ing a large proportion of such tobacco. Another part 
consists of cheap cigarettes intended for consumption 
by the poorer classes and competing largely with hiris. 
These are made chiefly of Indian tobacco. Where the 
factory is an organised one, using power-driven 
machinery, there should be no difficulty in levying an 
excise on its products, based on the factory books. 
The rate at which the excise would be levied would no 
doubt be fixed after a detailed examination of the con- 
ditions of the trade. The rate imposed in the case 
of the better class cigarettes would have reference to 
the tariff rates on imported cigarettes, while the excise 
duty on the cheaper cigarettes should be such that it 
would not hamper the factory unduly in competing 
with hiris. Meanwhile the cigar trade has suffered 
severely owing to the loss of its overseas markets since 
the War, and to the levy of duty in England on the 
weight, and careful consideration would have to be 
given to the amount of dut}^ which the trade could bear. 

In the case of the smaller undertakings and those 
which are carried on as cottage industries, it would be 
difficult to levy a regular excise without a degree of 
supervision which would absorb a large proportion of 
the proceeds and at the same time hamper the indus- 
try. It may, however, become necessary to deal with 
these undertakings if it is found that the excised fac- 
tories are prejudiced in competing with hand-made 
articles. It would be well, therefore, that in any 
legislation imposing a tobacco duty, power should he 
taken to levy a fixed fee based on the presumed output 
on all places where tobacco made up after the fashion 
of cigars, cigarettes or pipe or cigarette tobacco as 
used in Europe, is manufactured by hand. 

200. For the taxation of other forms of tobacco, 
the only feasible method appears to be to institute a 
system of licensing, leading ultimately to a system of 
selling the monopoly of retail vend in specified areas. 
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A sudden attempt to introduce at once the full system 
of a monopoly of retail vend might be dangerous. An 
essentia] preliminary is to concentrate the dealing in 
tobacco. If, therefore, it is intended to levy a tax on 
country tobacco in any area (and the system has the 
advantage that it can be introduced in particular areas 
without being extended to the whole of India), the 
first step should be to impose a simple license tax with 
a fixed fee on all retail vendors of tobacco. The rates 
would probably have to vary, since, except in urban 
areas, there are no special shops for the sale of tobacco, 
and it might be advisable to provide a fee varying 
roughly with the turnover. At the same time power 
should be taken to forbid the retail sale of tobacco 
by any person not holding a license. At this stage 
the sale of tobacco which has paid a customs or excise 
duty should be covered by the same license as that for 
country tobacco. 

After the system of fixed fee licenses had been in 
force for some time and the trade in tobacco had been 
brought under some measure of control, there are var- 
ious further stages which could be introduced for the 
purpose of developing the revenue. The next stage 
would be something akin to the system of French India, 
the sale of a monopoly of vend by auction. The Cochin 
system, which divides licensees'^ into wholesale and re- 
tail and compels the retail licensees to buy from the 
wholesale licensees, carries control a stage further. 

The full system, which would be on the lines of that 
in force in Patiala, would involve the demarcation of 
shop areas and the sale of the monopoly of retail vend 
within such areas. It would be necessary to provide 
a limit of private possession and to enact that the culti- 
vator should only sell to a licensed monopolist, whole- 
sale or retail, or to some one licensed to trade in tobacco. 
At this stage it would probably become necessary to 
take measures to watch the disposal by the cultivator of 
his crop. Further, the increasing measure of taxation 
involved in the monopoly system would necessitate the 
separation of licenses for the sale of manufactured 
tobacco which had already paid customs or excise duty, 
from that of country tobacco. The former should 
continue to be sold under a fixed f^e license, though the 
same dealer might hold licenses of both kinds. 
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This development would bring the taxation of tobac- 
co almost exactly on a par with that of tari in the 
provinces vrhere there is no tree tax, or of pachwai^ or 
of country spirit in areas where outstills still exist. 
The system is not an ideal one, but the experience of 
areas where similar systems are in force affords a hope 
that it would be workable and would bring in a consi- 
derable revenue. 



171 


CHAPTER VIII.— TAXES ON CONSUMPTION- 
RESTRICTIVE EXCISES. 

201 . The present chapter relates to excise duties a policy of 
that are imposed with other objects as well as that of S^ako^be 
raising revenue,' the commonest of such objects being 

the restriction of consumption of intoxicants, to which p5nt o/viow 
considerations of revenue always give way. The mere of 
fact, however, that high rates of duty are used as a 
means of reducing consumption of itself results in 
making these excises a very powerful engine for the 
raising of revenue. As a consequence, although the 
Indian peoples are among the most sober in the world, 
and the system of excise under -which they live is one 
of the most restrictive in existence, the revenue from 
excises on liquors and drugs has, for more than half a 
century, contributed from 6 to 13 per cent of the total 
tax revenues of the country. 

202. Eor a clear understanding of the excises under 
discussion, it is desirable to define the articles on which 
they are imposed, which do not fall under quite the 
same categories as those that are the subject of excises 
in other countries. 

The most important of these is what is known as Country 
‘ country spirit ' . This is plain spirit distilled in 
India from a recognised country spirit base, generally, 
maliua or sugar, reduced to a fixed issue strength and 
excised at rates which vary with the particular loca- 
lities to which it is issued, the cause governing the 
variation being the extent of the danger of illicit prac- 
tices in particular areas. This spirit is required to be 
sold at the strengths at which it is issued, and colour- 
ing or flavouring it is prohibited. A further regula- 
tion, which has had widespread eflects from the point 
of view both of temperance and of revenue, is the pro- 
hibition of possession, otherwise than on licensed pre- 
mises or under cover of a permit, of any quantity in 
excess of a fixed low limit, generally one quart This 
has the result, among others, of strictly limiting con- 
sumption ofl the premises. 

In contrast to country spirit is ‘ foreign liquor ’, |’oreigu 
which is of two kinds, first, what is imported, and 
second, what is locally made. The latter category gene- 
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rally includes, in addition to locally-made imitations 
of such spirits as whisky, brandy, gin and rum, all spir- 
its which are in any way sophisticated, and all these 
liquors until recently paid duty at the tariff rate. The 
characteristic of ‘ foreign liquor ’ is that, in contra- 
distinction to ‘ country liquor ’, its chief sale is for 
consumption off the premises, largely with meals, by 
persons who follow European habits of life, the licenses 
for ‘ on ’ sales in places where there are no such consu- 
mers being very rigidly restricted. Another peculiar 
ity is that the duty levied on imports goes to the Gov- 
ernment of India, while that levied on the locally-made 
article goes to the Provincial Governments. 

The next most important class of intoxicants con- 
sists of the country fermented liquors, which are of 
two kinds, the first being tari or toddy, or the ferment- 
ed juice of cocoanut, palmyra, date or other palm trees, 
and the second, rice beers. Tari is the sap or juice 
extracted either from the stem of the tree or from a 
spathe, which, unless measures are taken to prevent it, 
starts to ferment practically as it drops into the vessel 
put to receive it, so that when the pot is taken down 
in the morning, the tari is equal in strength to a light 
beer ; and this increases as the process of fermentation 
progresses. 

The other country fermented liquor, which is known 
by a great variety of names, is made by the applica- 
tion of an indigenous malting agent to a preparation 
of rice or millet. The first produce of the process is 
as strong as whisky, and it is sometimes drunk in this 
condition, but, more commonly, it is largely diluted 
before consumption. This liquor is in common use in 
Burma and Assam and over a large part of Bengal, 
and it is found in various other parts of India, general- 
ly along the hill ranges. 

Hemp drugs are consumed in three forms, which 
contain varying percentages of the active principle. 
This principle is found in a resin which collects on the 
flowering heads of the female plants of the Cannabis 
sativa, if they are not fertilised by male plants. Oha- 
ras, the strongest form of the drug, consists of the 
resin collected almost pure by different processes. 
Ganja, the commonest kind, consists of the whole 
flowering head pressed or rolled together, so that the 
resin makes it adhere. Ganja varies considerably in 
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strength with the variety of the plant and the method 
•of preparation. Bhang should rightly be the powdered 
leaf and flower of the wild plant, and should contain 
very little of the intoxicating principle, inasmuch as 
the female plant having been fertilised, the resin 
should be little in evidence. But it will be obvious 
that, if the male plants are rooted up or even thinned 
•out partially, there may result a state of aflairs under 
which bhang contains quite a large jxroportion of the 
intoxicating element. 

Opium is the inspissated juice of the poppy, which 
is collected from cuts in the capsules and made up into 
•cakes of a uniform consistency in a Government 
factory. 

203. The history of excise in India is one of nume- 

rous experiments and enquiries, of which the three sygte^^® 
principal were those of the Royal Commission on 
Opium of 1893, the Hemp Drugs Commission of 1894 
and the Indian Excise Committee of 1905-06. The 
details of the development vary so much from time to 
time and from province to province that it is impos- 
-sible in a brief space to give anything like a compre- 
hensive account of them. It will perhaps be sufficient 
for the present purpose to indicate the objects sought 
to be achieved and the principal means by which they 
have been brought about. The objective is the reduc- 
tion of harmful consumption of licit or illicit intoxi- 
cants, and the means pursued, in the case of the for- 
mer, the steady pressure of increasing taxation coupled 
with a continuous reduction in the facilities for obtain- 
ing intoxicants, and in that of the latter, the steady 
pressure of preventive measures of increasing efficiency. 

204. Starting from the farming system, which the The chief 
British Government inherited from their predecessors, ^Stion. 
the chief means by which control and reduction of con- 
sumption has been sought to be achieved may be stated 

tto be four, namely, concentration of production with 
a view to control, separation of the privileges of manu- 
facture and vend, reduction of vend areas, and limita- 
tion of the number of places of sale, the hours of sale 
and the strength of the intoxicants. 

205. In the case of country spirits, under the farm- Country 
ing system the farmer purchased for a lump sum the 

right to set up as many places of combined manufac- production, 
ture and vend as he found profitable. In the profitable 
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areas he sold as much as he could; the out-of-the-way 
tracts he left to the illicit distiller, so that the system 
was calculated to secure a maximum of consumption 
and a minimum of revenue. The first step towards 
securing control of production, which consisted in 
levying a charge based on the size of the still or the size 
and the number of the fermenting vats, was ineffec- 
tual, and no real control was secured until manufac- 
ture was concentrated by bringing all the distillers into 
Government compounds known as sadar distilleries, 
where a rough and ready process of imposition of a 
direct duty on the liquor was employed. As these dis- 
tilleries developed, the larger men got more and more 
of the business into their own hands until in many 
cases they were able to set up practical monopolies, 
using larger and more efficient stills. Meanwhile, the 
distillation of spirit was also developing as a by pro- 
duct of the growing industry of sugar refining. Thus, 
the next stage in the development was one of single dis- 
tilleries capable of supplying large areas. At this 
stage, the difficulties common to any attempt to combine 
free competition with control of a trade began to mani- 
fest themselves in attempts to secure and hold parti- 
cular shops, coupled with alternations of cut-throat 
competition and combinations to raise prices. Of the 
various means adopted to deal with this difficulty, the 
one which has been most commonly accepted, as a result 
of the recommendations of the Excise Committee of 
1905-06, was that of contract supply, under which the 
private distiller using his own premises or a contractor 
using a Government distillery makes a contract with 
the Government to supply for a term of years a pure 
spirit at fixed strengths to all retail shopkeepers in a 
given area at a, fixed contract price, to which the Gov- 
ernment add the duty, and the retail vendor, who has 
secured his privilege of vend under circumstances to be 
described hereafter, adds a sum sufficient to recoup his 
outlay and yield him a profit. Thus, the system is 
really one of managed monopoly. 

206. Parallel to these efforts in the matter of con- 
trol of production, and intimately connected up with 
them, there was proceeding a process of limitation and 
control of the agencies for vend. These began with 
farms extending to whole districts. These farms were 
broken up into farms for tahsils, and later for groups 
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of villages, until finally there was attained a system of 
sale by single shops. Meanwhile, the system of sup- 
ply to holders of shops had been gradually developed 
from one of direct connection with the producer to one 
under which the shopkeeper had no concern with him 
except to obtain liquor at a fixed strength and price 
from the particular wholsale depot to which his shop 
v/as attached. 

207. The method of disposal of licenses is one over 
which great controversies have raged. The Excise 
Committee of 1905-06, after an exhaustive examina- 
tion of the subject, found that of the systems tried up 
to that time the system of auctions, which had been 
commended in some quarters by temperance reformers, 
was the most effective for securing the Government 
dues and preventing fraud and chicanery and the estab- 
lishment of vested interests, but they recommended 
cautious experiment with a system of surcharge, under 
which the amount paid for the privilege of vend depen- 
ded on the quantity sold. Since they reported, ex- 
periments with systems of fixed fees have established 
the correctness of their condemnation of that system. 
A system of surcharge, but on a sliding scale so arranged 
that for each unit of quantity issued to a particular 
shop the percentage of profit accruing to the vendor is 
less than that on the previous unit, has shown itself 
successful from both the temperance and the revenue 
points of view, where it has been worked with scrupu- 
lous care under the control of a highly efficient staff, 
though there is evidence to show that where this is 
wanting the system is open to abuse. The rationing 
system is a purely temperance measure, and its success 
depends upon the assumption that the shopkeeper, 
being rationed himself, will ration his customers. 
Experience alone will show whether it is possible to 
develop it, as is the intention, into a system of regis- 
tering consumers. Meanwhile, it is agreed on all sides 
that its success postulates an effective preventive staff 
and that it is unsuited to areas in which illicit supplies 
are readily available. 

208 . It may be useful to conclude this review of the 
general tendencies of the excise policy by a few figures 
of the results. In giving them, however, it is importa 
ant to note that, owing to the variations of the areas 
under different systems, it is extremely difficult to 
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secure an accurate basis for comparison, and that the 
existence in practically every province of compara- 
tively minor areas which are still under less advanced' 
systems is apt to cause any general statistics even for- 
a province to be misleading. In the figures that are 
given below, an attempt has been made to limit the 
examination of the question to the broader issues, and 
wherever possible, to compare only like with like. 

pie stages of 209. The stages of the development may, for the- 
eye opment. purpose, be divided roughly into three : (1) the- 

first, a long stage of enquiry and development under the- 
auspices of Provincial G-overnments, resulting in a con- 
siderable variety of systems, prior to 1905-06; (2) a 
stage of more uniform development on the lines laid 
down by the Government of India with reference to the 
report of the Committee of 1905-06 from that date to 
1919-20; (3) a stage of intensive restriction, in some 
cases with prohibition as the avowed goal, from 1919-20 
to date. 

Bates of 210. One of the most important items of the deve- 

lopment that has been sketched is that of the imposi- 
tion of a fixed duty on the consumption and the gradual 
development of this more stable element in the taxation 
at the expense of the less stable item, the fee for vend. 
The following figures compare in the case of country 
spirits, for selected years and for areas which have been 
continuously under distillery systems, the average rates- 
of duty per proof gallon with the proportion borne by 
direct taxation to the total yield. 


Proyince. 

(1) 

Average rate 
of duty per proof 
gallon. 

Percentage proportion 
borne by direct taxation 
to the total yield. 

1906-07 

(2) 

1919-20. 

(3) 

] 923-24. 

(4) 

1906-07 

(5) 

1919 20 

(6) 

1923-24. 

(7) 


Eg. A. P. 

Es, A. P. 

Es. A. P. 




Bengal .... 

4 11 0 

10 7 2 

16 5 2 

64 

85 

89 

Central Proyinces 

2 8 8 

8 14 0 

14 IS 0 

45 

SO 

62 

Punjab .... 

3 13 7 

5 3 2 

14 0 5 

65 

59 

59' 

United Provinces . 

2 15 1 

6 5 4 

10 12 0 

70 

63 

74 

Bombay 

3 9 1 

1 7 2 7 

10 10 3 

89 

73 

66 

Sind .... 

4 15 11 

7 18 

10 9 10 

96 

61 

56 

Burma .... 

3 14 6 

6 7 9 

9 3 7 

83 

66 

60 

Madras 

4 10 9 

8 0 0 

9 3 0 

75 

72 

62 

Bibar and Orissa . 

... 

2 15 1 

5 12 3 

... 

63 

72. 

Assam .... 


4 6 5 

4 16 7 


62 

61 
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In the latter respect the first three places are taken- 
by Bengal, the United Provinces and Bihar and Orissa, 
the three provinces in which the sliding scale system 
is in force. The remarkable feature of the figures for 
the other provinces is that in the Punjab an average 
duty of Bs. 14 yields a lower proportion of the total 
revenue than one of Rs. 5 in Assam or one of Bs. 9-3-0 
in Madras. The conclusion suggested by such a state 
of affairs is that very large sums are paid for the pri- 
vilege of vend for some reason that is out of the normal, 
or that each shop commands a monopoly of a wide area 
or that the license gives cover to extensive illicit sales. 
These conclusions find some support in the review by 
the Punjab Government of the Excise Report for 1923- 
24, of which the following are extracts: “ Hitherto- 
attention has been fixed on this remarkable reduction 
in the consumption of licit excisable articles. The fact- 
that at the same time the consumption of illicit excis- 
able articles has increased at a rapid rate has not been 
sufficiently noticed. Consequently, there has been a 
tendency to complacent satisfaction at the supposed 
improvement in the habits of the people. The facts 
disclosed in the report as to the existence of illicit dis- 
tillation and smuggling indicate that there is less rea- 
son for satisfaction. . . There is reason to fear, 

therefore, that by raising the duty as high as it has been 
raised, and by lessening the facilities for the purchase- 
of all licit excisable articles, the consumption of some 
of those articles may actually have been increased. 

It is possible that the duties on the more im- 
portant of the excisable articles are now so high that 
Government is not only not obtaining the highest 
amount of revenue, but the amount consumed is greater 
than it might be with a lower duty.’^ 

On the other hand, it would appear that an increase 
in the direct duty might with advantage be imposed in 
Bihar and Orissa and Assam, and that, if the result 
was a reduction in the sum paid for the privilege of 
vend, that would be all to the good. 

211. The next statement compares the total number 
of country spirit shops in different provinces at differ- 
ent periods and the area and population per shop for 
the provinces as a whole and for the districts, respec- 
tively, in which the one or the other are the highest. 


Number of 
licenses. 
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Number of country 
spirit shops. 

Area per shop in 
square miles. 

Population per 
shop 

Province. 


a 


■A 

oa 



a 


Madras 

11,451 

6,107 

6,042 

12 

23 

24 

3,338 

6,946 

7,004 

Bombay . 

2,514 

1,880 

1,631 

30 

40 

48 

6,094 

8,670 

9,816 

Sind 

293 

182 

126 

161 

259 

275 

10,959 

19,302 

16,024 

Bengal 

3,060 

1,134 

979 

25 

68 

78 

16,676 

41,175 

47,696 

United Pro- 

vinces 

5,584 


2,615 

19 

27 

41 

8,537 

11,331 

17,345 

Punjab 

1,292 

666 

517 

74 

144 

186 

15,795 

31,169 

40,153 

Lower Burma 

121 

152 

155 


427 

425 


29,507 

31,652 

Upper Burma . 

36 

20 

28 


1 , 234 

1,083 


21,950 

63,699 

Central Pro- 

■vinoes. 

5,270 

3,525 

2,490 

19 

28 

40 

2,243 

3,946 

6,587 

Assam 


188 

187 


264 

265 


39,925 

40,139 

Bihar & Orissa. 


1,864 

1,729 


45 

48 


18,241 

19,666 


Province . 

District in 
which 

the area per 
shop is the 
highest. 

Area per 
shop in the 
district in 
square 
miles 

District in 
which 

the population 
per shop is the 
highest. 

Population 

per 

shop in 
the 

district. 

Madras 

The Nilgiris 

245 

Tan j ore 

20,965 

Bombay 

Ahmednagar 

390 

Ahmednagar 

43,000 

Bengal 

J essore 

146 

J essore 

86,060 

United Provinces 

Almora 

769 

Almora 

75,744 

Punjab 

1 Mianwali . 

897 

Eohtak 

310,286 

Burma 

Akyab 

642 

Insein 

208,000 

Central Provinces 

Dainoh 

' 108 

Sang or 

12,878 

Assam 

Kamrnp 

488 

Xamrnp 

95,375 

Bibar and Orissa 

■ Puri . 

208 

Cuttack 

206,500 


It will be seen that in the extreme cases there are 
respectively nearly 900 square miles and over 200,000 
persons to a single country spirit shop, and that gene- 
rally in the districts named extreme reduction in the 
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number of shops coupled with the restriction of private 
possession results in something nearly approaching 
prohibition. 

212. The third statement compares the progress of Progress 
the revenue from country spirits with that of the popu- 
lation and that of the consumption for different pro- sumption 
vinces in the areas under the more advanced systems. 


Population (in thousands), l?MO^galloM).* Revenue (in 1.000 rupees). 


Province. 




iirfiisfi 



S mI" 

||i 




islill 







9 

10 n 

12 

18 

14 

16 16 

Madras . 

28043 

81364 

32215 

+ 8 +S ,11051 

169711277' +63 -25 

6004 

16890 1 

1S423 

+172 -2 

Bombay . 

13100 

13C69 

13402 

+4 -2 

1 

2281 

1634 

+9 -33 

8426 


24649 

+166 +9 

Sind 

3211 

8613 

3279 

+9 -7 196| 

216 

129 

+ 10 -40 

1019 

2316 1 

1 

2449 

+ 128 +6 

Bengal . 

16137 

10770 

17072 

+4 +2 458| 

606 

466 

+10 -10 

3341 

6229 I 

8201 

+86 +82 

United Pro- 

viuoes. 

26223 

26966 

26150 

+8 -8 

627 

231 

-28 

3647 

6481 

88.6 

+78 -48 

Punjab ^ . 

1S894 

18061 

18311 

+ 7 402| 

782 

154| +94 

2398 

6731 

8717 

+181 -45 

Burma . 

1383 

1587 

1728 

+14 + 9 42| 

42 


+38 

198 

419 

897 

+117 +414 

Central Pro- 
vinces. 

6022 

5309 

6692 

+5 ! 794j 

604 


-24 -62 

4498 

0723 

6499 

+ 49 -18 ' 

As slam . 


£609 


+ 1S 

190 




1342 

1103 

-18 
, .J A 

Bibar & Orissa 


26810 

27110 

+ 1 

971 


-21 


4524 1 

6334 

+40 


* Total issues have been taten as the consumption. 

+ An abnormal year for Madras. It was 1,432 in tba previous year and 1.462 in tbe subsequent year. 

It will be seen that between the first two dates there 
was a general tendency towards increase in the con- 
sumption, which, however, was much less than the in- 
crease in the revenue. In the second period there has 
been, elsewhere than in Burma, a marked fall, accom- 
panied in some cases by a fall in the revenue, in others 
by a retardation of the increase. 
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213. The last statement compares the average num- 
ber of cases of illicit distillation for the years 1917-18 
to 1921-22 with that for 1922-23. 


Province 

Madras .... 
Bombay .... 
Punjab . . . . 

TJiiited Provinces . 
Bihar and Orissa 
Central Provinces , 

Total 


Average 
for the years 
1917- IS to 

1921 -22. 

1922-23. 

1,435 

2,001 

570 

913 

127 

205 

223 

403 

323 

1,120 

175 

1,245 

2,853 

5,887 


It seems desirable to add here a few quotations 
illustrating the significance of these latter figures. It 
is recorded in Bombay that the cases detected “ are 
only a fraction of those that actually occur ' ’ In the 
Central Provinces “ for one case detected doubtless 
fifty escape detection ” . t The Excise Administration 
Report of the United Provinces for 1923-24 has the 
following : “ A careful examination of the reports re- 
ceived from time to time suggests that there is hardly 
any district where illicit supplies are not supplement- 
ing lawful consumption. . . . The serious spread 

of this offence receives attention in no less than 31 dis- 
trict reports for the year under review. . . . One 

Assistant Commissioner estimates that for every case 
detected nine go undetected. His conclusions are 
borne out by district officers and by the facts ’ ’ , and it 
is estimated elsewhere that the illicit consumption was 
as large as the licit. The Punjab Excise Administra- 
tion Report for 1923-24 states : ‘ ‘ Illicit distillation is 
now being conducted on a scale and in a manner which 
was not known in the past. Although the number of 
raids and arrests has greatly increased, the number of 
offenders detected is only a fraction of the total number 
of persons engaged in these operations.’’ As an 

* Bombay Excise Administration Report for 1923-24, page 6. 

t Central Provinces Excise Administration Report for 1923, page 2. 
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instance of the general results, it is estimated that the 
quantity of liquor illicitly distilled in certain districts 
in 1923-24 was 54,000 gallons, while the total licit con- 
sumption in those districts during the same year was 
79,000 gallons. An experienced Commissioner says 
that “ the consumption of illicit liquor is a crying evil. 
It leads to grave disorders, murders and outrages of 
every kind ’ ’ . He adds elsewhere ; ‘ ‘ Every Sikh vil- 
lage in the Central Punjab resorts to illicit distilla- 
tion.” Madras records in the Ceded Districts h' a 
heavy decrease in the consumption of licit liquor, con- 
sequent on the activities of the non-co-operation agita- 
tors ” but adds that “ the increase of illicit cases de- 
tected shows that there was probably no reduction in 
the consumption of liquor. . . Disrespect for law 

and order and sympathy with the law-breakers on the 
part of the general public are most disquieting features 
of present-day conditions, and operate as a heavy 
handicap to officers in their attempt to prevent and 
detect excise offences. Of Burma an experienced 
officer says : “ Right along the railway line from Ran- 
goon to Moulmein are a series of hills and you will 
find that every little gully has an illicit still.” 


It is possible that part of the increase is due to in- 
creased activity on the part of the excise staff, but the 
conclusion is unavoidable that progress in the direction 
of temperance requires a full consideration of all the 
attendant circumstances, and that there is a very serious 
danger of a heavy loss of revenue with little corres- 
ponding advantage. 


214. In the case of foreign liquor, restriction has Foreign 
been effected by increases in the fariff rat© and by res- 
trictions on the number of shops, especially those for 
sale for consumption on the premises otherwise than 
with meals. The following table illustrates for typical 
years the tariff rate on spirits, the total quantity of 
spirits imported, the total number of licenses issued, the 
number out of these that were of the nature of public 
house licenses, and the revenue derived from foreign 
Honor. 


Madras Excise Administration Report for 1921-22, page 5. 



182 


The tariff 
rate. 


Difficulties 
connected 
•with the 
excising of 
local manu- 
factures. 


Foreign Liquor. 


— 

1906-07. 

1919-20. 

1923-24. 

Tariff rate on spirits per proof 
gallon. 

Es, 7 

Es. 11-4-0 

Es. 21-14-0 

Total quantity of spirits import- 
ed in gallons. 

1,306,992 

1,433,660 

1,300,249 

Total quantity of locally-made 
foreign spirits issued in 
gallons 

54,893 

526,312 

111,665 

Total tiumber of retail licenses 
issued. 

2,983 

3,569 

4,609 

Number out of these that -were 
public bouse licenses. 

Nob available. 

413 

362 

Eexenue derixed from foreign 
liquor by Local Governments* 

Es 27,51,442 

Es. 80,89,366 

Es 81,36,537 


* Includes duty on locally-made foreign liquor and license fees on 
imported and locally-made foreign liquor. 


215, There are two features of this part of the 
administration that call for attention. The first 
arises from the fact that the duty levied at the custom 
houses is credited to the Government of India, while 
the fees for the privilege of vend are credited to the 
provinces. Certain provinces, for the sake both of 
restriction and of revenue, have imposed feQS which are 
based on the sales in the shops, and in one case cover 
all imports, including those by clubs or private indi- 
viduals. In other words, they have imposed an addi- 
tion to the tariff rate. In the opinion of the Com- 
mittee, if the tariff rate is placed at a figure lower than 
that to which it could be raised in accordance with the 
policy of the Government of India, then it is for the 
Government of India to make an increase, but the fee 
for vend, which should approximate as closely as pos- 
sible to the real valuer of the license, should be taken at 
a fixed rate or in a lump sum which will not partake of 
the nature of a direct addition to the duty. 

216. The second difficulty that has arisen has to do 
with the manufacture and issue of locally-made imita- 
tions of imported liquors. The recommendation of the 
Excise Committee of 1905-06 was that all these sophis- 
ticated liquors made in India should pay duty at the 
tariff rate and at the same time be free from the restric- 
tions on transport and possession which form part of 
the administration of country liquor. They furthei 
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recommended that, in order to enable each province to 
secure the duty on its own consumption, arrangements 
should be made, wherever there was scope for them, for 
the opening of bonded warehouses, on issues from 
which these liquors would pay duty. Since the Re- 
forms and the large recent increases in the tariff rate, 
these arrangements have broken down. Duties on 
locally-made imitations of foreign liquor have been re- 
duced in several instances and are now lower than the 
tarih rates. This has necessitated the reintroduction 
of control over transport and possession, and complex 
arrangements have had to be made between provinces 
for the securing of the duty on inter-provincial issues. 

The dijfiiculties resulting are far greater than the im- 
portance of the subject warrants. The making of 
these imitation liquors is not a business that is entitled 
to protection, and it seems to the Committee that it 
would be much better to revert to the arrangements 
under which locally-made imitations of foreign liquors 
were treated in the same way as imported liquors were. 
They would go further and suggest that, inasmuch as 
the root of the difficulty lies in the fact that the duty 
on the imported article goes to the Government of India 
and that on the locally-made article to the Provincial 
Governments, it would be best, in any rearrangement 
of the proceeds of taxation that may be made, to 
arrange that both should be credited to the same head, 
and so to put an end to the unhealthy competition that 
results from the division. 

217. In the case of country fermented liquors, the Tari. 
progress towards control has been much less than 
that in the case of spirits. The only method that has 
been devised for levying anything approaching a direct 
tax on tari consists in requiring the trees which are 
tapped for particular shops to be numbered, and levy- 
ing a tax based on the average production of each tree 
tapped. This has proved in Madras a useful method 
of restriction and a very elective machine for the collec- 
tion of revenue. The realisations under tari have 
increased for ten-years periods as shown below ; — 

Tear. Tree tax. Liceiiae fees. Total realisationa. 

BS.(liAKHS). »S. ClAKHs). ES. OIjAKHS). 

1903-04 . . . 43-18 47-17 90*35 

1913-14 . . . 79-51 91-47 170*98 

1923-24 . . . 105-02 131-14 236*16 
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In Bombay, which originated the system, the pro- 
gress has not been on quite the same lines, as will be 
seen from the following figures 

Year. Tree tax. License fees. Total realisations. 

BS (LAKHS' BS. (LAKHS). BS (LAKHS). 

1903-04 . . . 9-T5 5-67 15-42 

1913-14 . . . 13-66 6-94 20-60 

1923-24 . - . 18-57 18-27 36-84 

The Excise Committee of 1905-06 found, from a 
scrutiny of the figures then available to them, that if 
the statistics were to be believed, the shopkeepers were 
paying increasing sums for the privilege of vending 
continually declining quantities of liquor. The figures 
given above, which show an increase of 222 per cent 
in the sum paid for the privilege of vend, while the 
payments of tree tax have advanced by only 90 per 
cent, appear to point to a similar conclusion, and this 
is confirmed by the reports of the Excise Commissioner. 
The fact appears to be that a system of this kind can 
only be successful when it is worked through the agency 
of a considerable staff under the most effective control. 
It is mainly for this reason that the trials made of the 
system prior to 1905-06 in Bihar, the Central Provinces 
and the United Provinces were unsuccessful. The 
further trials made since the Excise Committee of 
1905-06 reported have given better results, especially in 
the Central Provinces, and the Committee would urge 
that they be persisted in -wherever there is any consi- 
derable consumption of this liquor. The case of 
Burma differs somewhat from those of the provinces 
mentioned above, because it is complicated by difficul- 
ties in dealing with the dJiani palm, in addition to the 
high cost of the staff. In this case, the Committee 
would recommend that the question be reconsidered on 
the following lines. In the first place, an endeavour 
should be made to introduce the tree tax system gra- 
dually, beginning with town shops in Upper Burma, 
for which a comparatively large number of trees within 
a small radius are marked. Once the system is estab- 
lished in relation to the town shops, it might be possible 
to extend it further afield. In this latter respect the 
Committee observe that the Crime Enquiry Committee 
have already recommended the withdrawal of the 
orders exempting tari from taxation in Upper Burma 
outside a radius of 5 miles of a shop ; and they would 
suggest the introduction of monopolies of vend as a 
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step towards the introduction of the tree tax system. 
The introduction of this system to the case of the dhani 
palm in Lower Burma should wait, at any rate until 
the initial difficulties have been got over in the case of 
the palmyra tree. 

It seems to the Committee necessary to press the 
desirability of some action towards greater control over 
this intoxicant, in view of the fact that every increase 
in duty on one class increases the resort to the nearest 
alternative available. 'Not is evidence wanting of 
such increasing resort to tari. Recent reports record 
a remarkable increase of consumption in Bom-bay and 
a 50 per cent increase in the number of cases of illicit 
tapping in Madras. 

218. The remark just made applies with even 
greater force to the country beers which, as will be seen 
from the description already given, afford a ready sub- 
stitute for spirit. One main difficulty in securing 
adequate control over these liquors lies in the fact that, 
as made in India, they will not keep. It is understood, 
however, that means have been discovered by which 
in Japan a similar liquor is made in central breweries 
and treated in such a way as to acquire the necessary 
keeping properties. The Excise Committee of 1905-06 
recommended that experiments should be made on simi- 
lar lines. It is understood that such an experiment 
has now been commenced in Burma. 

219. The table below illustrates for selected years 
the number of shops for the sale of tari and rice beer 
in different provinces : — 


Province. 

bi'umber of shops for the 
retail sale of tari 

Xuinber of shops for the retail 
sale of rice beer. 

1906-07. 

1919-20 

1923-24. 

1906-07. 

1919-20 

1923-24. 

Madras 

18,685 

10.7 0 

10,531 




Bombay 

1,303 

1,069 

1,076 




Sind 

8 

5 

9 




Bengal 

■) c 

629 

564 

■) c 

1,206 

1,201 

Bibar and. Orissa 

f- 1,3661 4 

5,709 

5,562 

1,680^ 

353 

329 

Assam 

3 i 


5 

3 1 



TTnited Provin- 

4 251 

2 463 

2,002 


10 

7 

ces 







Punjab 




41 

17 

15 

Burma 

'SS5 

”586 

"511 

392 

355 

320 

Central Provin- 

1,140 






ces. 


477 

426 





Riee 

beer. 


Reduction 
in licenses 
for 

country 

fermented 

liquors. 
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These figures exclude those of tree-foot booths in 
Bombay, shops for the sale of unfermented tori in 
Bengal, Bihar and Orissa and Assam and home-brew- 
ing licenses in Bengal, Bihar and Orissa and the Pun- 
jab. In addition, there is no restriction on home- 
brewing in Assam or on tapping for tari in Upper 
Burma except within a radius of 5 miles of the town 
shops. 

Hemp drags. 220. Restriction and control of hemp drugs began 
with the Commission of 1894, and in the course of the 
next twenty years cultivation has been limited to five 
areas, namely, one near Naugaon in Bengal, another 
near Khandwa in the Central Pro^nnces, a third near 
Ahmednagar in Bombay and a fourth and fifth in the 
North Arcot and Guntur districts of Madras. Mean- 
while the importation of charas has been brought under 
strict control through bonded warehouses in the- 
Punjab, and over the south of India the wild plant, 
from which bhang is made, has been rooted out and has 
disappeared. In the North, its growth continues all 
along the terai as well as in many of the plains dis- 
tricts. 

At an early stage of the control, a difficulty arose in 
most cases through the fact that it was not possible to 
arrange for the cultivator to sell direct to the licensed 
vendor. Consequently, there grew up groups of 
middlemen at the store-houses who secured an undesir- 
able control over the trade to the detriment both of the 
grower and of the seller. The cure for this has been 
found either in Government purchase of the crop or in 
the introduction of some system of contract supply, but 
even the arrangements made on the lattei* basis do not 
appear to be entirely satisfactory from the complaints 
received by the Committee regarding the prices charged 
by the co-operative society of ganja growers at Nau- 
gaon to vendors in other provinces. On the whole, the 
arrangements for control amount to something so close- 
ly resembling a monopoly that it seems to the Committee 
that, if trouble with the middlemen continues, there 
can he little objection to making an end of it by con- 
verting the system into a complete monopoly. 

In the case of this drug, the increases in the direct 
duty have been remarkable. In spite of them, con- 
sumption has not declined to the extent that might have 
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been expected, and this is reported from more than 
one province to be due to the prohibitive prices of 
country liquor resulting in resort to hemp drugs as an 
alternative. The following table illustrates for typical 
years the rates imposed in the case of nanja and cLaras, 
whichever is most commonly used, the number of shops 
opened and the total realisations : — 


Bate of duty per seer. XurnTier of shops. Total realisations. 


Province. 

il 

906-07. 







13-24. 



Es. 

Es. Es. 




Es. 

Es 

Es. 

Madras 


6 

17-5 20 



424 

4,78,718 

16,26,499 

14,87,587 

Bombay 


5 

15 22-5 

671 

569 

617 

4,44,014 

16,78,961 

19,57,093 

Sind . 

1 G3 

5 

15 22 5 



253 

3,35,262 

6,31,641 

9,13,542 


5 to 11 

20 20 

2,794 

1,541 

1,530 

28,12,081 

88,32,655 

41,68,068 

United Provin- 

CPR # 


6 to 11 

20 ,30 to 35 

3,721 

3,206 

2,843 

19,78,670 

33,84,369 

35,04,572 

Do. 

Punjab 

10 

6 to 8 

22 5 Iso to 86 
to 25 

18 

979 

328 


6,36,25] 1 

8,93,694 1 12,55,504 


Burma Prohitited 


Central Provin- 
ces. 

1 

A® 

6 

12-5 

25 

1,233 

1,109 

1,084 

4,48,517 

10,24,171 

12,70,102 

Assam 

Bihar and Orissa*! 

j 

1 “ 

11 

9 to 11 

16 

12 to 20 

20 

30 to 40 


234 

1,524 

235 

1,481 

... 

8,31,908 

26,03,282 

7,41,900 

40,38,441 


* These provinces eonsrune the ‘ haluchar ’ pcuya of Naugaon, which is stronger than that produced 
.elsewhere. 


As regards bhang, which is generally regarded as 
innocuous and excised accordingly at rates which vary 
from 8 annas to Rs. 3 a seer, except in the Pun^b 
where the rate is Rs. 6, information bas reaciied the 
Committee that in some instances at any rate the people 
of the hills on which it is grown are quitf* cognisant of 
the effects of removing the male plant. Tt seems de- 
sirable, therefore, that sam])les should be sent periodi- 
cally for analysis with a vievr to ensuring that a variety 
of ganja is not passing into consumption under che 
guise of the more innocuous drug. 

221. Opium was formerly grown in Bengal, Bihar Opium, 
and Malwa, and to a small extent in the Punjab Hill 
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States, and was exported from Bombay as well as from 
Calcutta. Cultivation and manufacture are now re- 
stricted in British India to the United Provinces, and 
the Ghazipur factory also buys a certain amount of 
opium from Malwa. Por reasons given in the chapter 
on the Scope of the Problem, the Committee are con- 
cerned only with what is sold for consumption in 
British India. This is a monopoly product of ^ the 
Ghazipur factory except as regards the small quantities 
from the Punjab Hill States, which are separately ex- 
cised for consumption in the Punjab. Tlie following 
table compares for continental India for typical years 
the quantities issued to shops, the rales of duty, and 
the total realisations : — 



Consumption (in seers) 

Rate of duty per seer 

Total realisations. 

Province. 


o 

! 

o 




d 



1 

C5 

oa 

1 

1 

o 

53 

1 

O 

§ 

d 

s 

i 





Rs. 

Rs 

Rs. 

Es 

Rs. ' 

Rs. 

Madras 

38,358 

35,648 

35,130 

10-3 

37 

40 

9,13,997 

22,57,044 

24 00,781 

Bomlay . 

37,227 

46,680 

26.866 

10 

10 

45 

7,82,912 

24,86,209 

21,62,044 

Sind .... 

9,421 

6,524 

5,858 

10 

10 

30 

1.89,970 

4,34,306 

4,01,561 

Bengal 

84,890 

41,953 

39 917 

8 5 to 

37 

41 

23,51,682 

24,86,209 

31,79,235 





26 5 




United Provinces 

68,865 

40,843 

24,128 

7‘5to 

9 5 
4‘5to 

27 

40 

8,47,566 

17,40,365 

17.92,660 

Punjab 

59,907 

44,683 

33,377 

19 5 

40 

7,29,117 

29,10,663 

30,41,818 





85 



Central Provinces 

55,459 

37,014 

30,433 

15 

32 

33 to 
40 

45 

18,87 658 

2.3,82,227 

24,15,899 

Assam 


69,924 

36,421 

20'5 to 

37 


38,37.125 

38,10,161 





28 5 




Bihar and Orissa 


29,431 

26,165 

8 5 to 

32 to 

35 to 


15,12,493 

18,97,083 





26 5 

37 

41 













IppearTto . ^ which is being brought increas- 

haveconie ingly Under control under recommendations adopted by 
ciosS" League of Nations, and though tJiese are put for- 
reguiation Ward on grounds that have no concern with the re- 
op?um ’^enue, it seems desirable to consider whether the time 
traffic, has not come for so modifying the revenue arrange- 
mpts as to make it easy in the future to bt them in 
with the further measures of control that are libelv to 
be adopted. 
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There are five aspects of this question which have 
attracted the Committee’s notice — 

(1) In the first place, the cultivation of the poppy, Thedis-^ 
though now restricted in British India mainly to a ouiSL- “ 
single province, is carried on there in as many as 29 
districts. This large dispersal of it, coupled with the 
enormous temptation to the smuggler which results 

from the high rates of duty imposecl in India and the 
still higher rate in Burma, makes it exceedingly diffi- 
cult to ensure that all the oj')ium is brought into the 
factory, and it seems to be very desiraVfic to secure a 
larger concentration of cultivation, e\en if this results 
in an increase in expense A minor question of culti- 
vation arises in connection with the opium that is grown 
in the Punjab Hill States, where it is mainly g-rov/n for 
the production of poppy heads which are used as an 
article of diet and medicine, but a certain amount of 
opium is also produced and issued to the Piiniab, which 
affords a cover for smuggling. It would seem desir- 
able, if it is practicable, to suppress the manufacture 
of opium in these States, but perhaps to giye them in 
return a limited monopoly of the production of poppy 
heads. 

(2) In the next place, the Committee observe that Tte stock in 
the Ghazipur factory is carrying a stock which is out 

of all proportion to its present issues and which re- 
presents a very large lock-up of capital. It seems de- 
sirable on this ground that cultivation should be limited 
for some years to come. 

(3) In the third place, the Committee would like The possibi- j 
to see experiments made in making the opium at the the^' 
factory into doses, and this for three reasons. For one 

thing, there is a waste of labour when, as in some pro- 
vinces, each shopkeeper is required to cut up all the 
opium issued to him into portions of a Avoight equiva- 
lent to that of a silver two-amia piece and to wrap each 
in paper. In the second place it is desirable, when 
such a very heavy duty is imposed, to ensure that the 
consumer gets what he pays for, and allegations of 
adulteration are not uncommon. In the third place, 
the issue of the opium in cakes lend.s itself to the prac- 
tices of the smuggler. The proposal is not a ncAv one 
and it has been rejected on previous occasions on the 
ground of the hygroscopic nature of the drug. The 
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The rates of 
duty. 


The auction 
system. 


Committee understand, liowcver, that recent enquiries 
have shown that it would be quite possible to make it 
up into pills with a pill-making machine Avhich would 
keep their form intact if they were issued in corked 
and sealed bottles. The only objection to this proposal 
is the cost. But the cost would be a triile as compared 
with the duty, and in view of the fact that makers oi 
medicines find it worth their while to issue in similar 
packages articles which are worth only a fraction of 
the duty on the opium, it seems to the Committee that 
it would be well worth while at least to take up the 
proposal on a tentative scale. 

(4) Meanwhile, as will be seen from the table 
above, the rates of duty are umding to an equality, and 
it seems evident that in this cise the reason which has 
operated to preserve in the case of country spirits the 
practice of varying excises, which obtains nowhere else 
in the world, no longer operates in the case of opium. 
In other words, the time has come when there should 
be one rate of excise or monopoly price for continental 
India. 

(5) The fifth point that calls for remark relates to 
the practice of selling opium licenses by auction. The 
auction system undoubtedly has its advantages in con- 
nection with ordinary restrictive excises, since it pre- 
vents the growth of vested interests fmd enables the 
Government to secure, in addition to the direct tax on 
an excisable article, an indirect tax which varies 
roughly with the consumption and is based generally 
on the prospects of the season. These considerations, 
however, are ceasing to apply in the case of opium. 
The consumers of this are generally well known, and 
in some provinces measures for registering them are 
rdready being taken. Kor does the consumption of 
opium fluctuate to the extent that that of liquors does 
with the prospects of the st'ason. On the other hand, 
the possession of a license gives greax facilities for 
smuggling, not only of the illicit drug, but of the duty- 
paid article, which commands in Burma a price far 
above what the vendor can sell it for in India. For a 
like reason the vendors are under temptation, where 
they are rigidly controlled, to let legitimate consumers 
go without in order to sell what should go to them to 
the smuggler. On the whole, it seems to the Committee 
doubtful whether it is wise to continue the system of 



191 


auctioning licenses in the case of opium . On the other 
hand, the steady pressure that is being exerted towards 
limitation of issues to those for medical use and the. 
extension to Assam of the policy of registering con- 
sumers suggests the desirability of introducing some- 
thing in the nature of official vend. If this were con- 
ceded, the case would be still stronger for the adoption 
of the plan of issue in fixed doses, which could be retail- 
ed at a fixed monopoly price that would include both 
the duty and the vend fee. 

223. Should the making up of opium into dos(=^s be Thedesira- 
successful, the Committee v ould recommend tha,t the JieSicaUn- 
possibility of making similar arrangements be examin- quiry in the 
ed in the case of ganja. This would be more difficult 

on account of the much more primitive way the drug 
is made up in that case. But it is the more necessary 
because, while the arrangements tor dealing with 
wastage under present conditions give a ready cover 
for fraud, the drug as at present made up loses its 
properties within a space of two years. A certain 
amount of success has already been achieved in Madras 
in making the drug up into ca kes somew'hat resembling 
cakes of plug tobacco. The matter appears to be worth 
examination by an expert industrial chemist. 

224. The above remarks as regards opium and opium and 
ganja have been confined to continental India.. The 
treatment of both the drugs in Burma is peculiar. 

Ganja, though it presents no attraction to the Burmans, 

is prohibited both to them and to ail other inhabitants. 

Opium is permitted only to non -Burmans and to 
Burmans in Lower Burma w’ho were opium consumers 
before 1893 and were entered as such in the register 
compiled in that year and reopened during the years 
1900 — 1903. These registered consumers are required 
to show proof of their registry each time they make a 
purchase, while an elaborate record is kept in the case 
of non-Burmans also. Purchases are made in shops at 
which a Government officer sits side by side with the 
vendor to watch the transactions. Ooiipled with these 
restrictions on the sale is a rate of duty which is out 
of all proportion to those in the rest of India, being 
about Its. 130 a seer. In consequence, the amount of 
smuggling is enormous. Two officers put on special 
duty to enquire into the matter in 1910 estimated the 
quantity smuggled into Burma in a single year to be 
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more than 450 maunds. A recent enquiry into the de- 
sirability of allowing a supply of opium to fishermen 
and others who were very subject to malaria in the 
Maungmya township of the Amherst district, revealed 
that they have so little difficulty in securing illicit sup- 
plies that over a thousand persons hud no hesitation in 
registering themselves as consumers of opium, although 
under the law they should not have been able to obtain 
any. Recent excise reports record seizures of as much 
as 268,401 tolas. Hardly a week passes without the 
newspapers recording some sensational discoveries. 
The inter-provincial smugglers operating from Nor- 
thern India via Calcutta to Burma and back are highly 
organized and the local excise forces are quite unable 
to cope with them. In parts of Burma, it is as much 
as the lives of the men are worth to attempt to do so. 
In the case of ganja, the drug appears in places to be 
almost openly grown. The seizures in the single year 
1921-22 recorded in the excise report amounted to 
932,632 tolas, which give for the Hindu population, 
which alone consumes ga^oja, more than the consump- 
tion per head of continental India. The Excise 
Commissioner for Burma, himself a Burman, has sum- 
med up the situation in a letter to a newspaper in the 
following terms : The total prohibition of opium to 

new Burmans during the past three decades has failed; 
the total prohibition of qanga to Indians has failed; 
and the total prohibition of liquor other than iari to 
Upper Burmans has failed The problem involved 
is not entirely a fiscal one, nor is it one Vfhich the Com- 
mittee have had time fully to investigate, but the fact 
that the imposition of a prohibitive rate of duty in one 
case and of actual prohibition in another has resulted 
in creating this gigantic smuggling organization, with 
the inevitable accompaniment cf disrespect for the law, 
while allowing consumption to contintie on a scale 
which is equivalent to the consumption in provinces 
where these measures have not been adopted, seems to 
indicate the desirability of a special enquiry from the 
point of view both of temperance and of revenue, and 
generally of law and order, for whicli the present ar- 
rangements are engendering such a disrespect. 

In any such enquiry, Ihe Committee would recom- 
mend that one of the terms of reference should relate 
to the system of licensing of sale of opium in Burma. 
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Under the present arrangements licenses are given to 
selected persons and an endeavour is made to work out, 
first, a retail price with reference to the price of 
smuggled opium in the neighbourhood, and oecond, a 
wholesale price which will give the vendor a profit hi 
the neighbourhood of Es. 1,000 a year. With him is 
associated an excise officer, who is permanently attach- 
ed to the shop, and who supervises every detail of the 
vendor's transactions. It is agreed that, if a trust- 
wor-Lhy official vendor could be substituted for these 
arrang-ements, there would result a saving of about 
half a lakh of rupees a year. To persons who have not 
grown up with it, the v^hole system has the appearance 
of an uneasy compromise between an excise for revenue 
and restriction to medical use, which is not very suc- 
cessful in securing either aim. 

225. Meanwhile, it appears to the Committee that The need for 
prangements are urgently necessary for coning with SS^xes to 
inter-provincial smuggling. An officer vras appointed deal with ^ 
to go_ into this matter in 1911, and as a result of his 
enquiries, arrangements were organized for the ap- gdng. 
pointment of provincial officers to deal with the more 
difficult cases and to operate on the railwa3’’s. These 
establishments have since been interiffianging informa- 
tion with one another, but it is clear from the evidence 
that the arrangements are still inadequate. Some- 
thing more is needed to co-ordinate them, and officers 
with special qualifications are required to follow up 
the inter-provinciai smuggler from province to pro- 
vince. The Committee would strongly recommend 
that the matter be enquired into agaui and a small 
imperial force employed capable of "tracing up cases 
from the places where the ojiifim is grown in Malwa or 
in the United Provinces over the railways to the har- 
bours where it is shipped p.nd landed, and to the places 
where it is ultimately consumed. The same staff shoidd 
deal with the similar extensive smuggling of gcnja, 
which goes on to a large extent from Madras, and that 
of cocaine, which there is reason to believe comes into 
continental India from Burma as well as from abroad 

226. To sum up, the Committee would recommend Summary of 

proposals. 

In the case of country spirit, that a system of 
supply through a managed monopoly, such as that of 
contract supply, should be extended wherever possible. 
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that the rates of duty should be raised in Bihar and 
Orissa and Assam, that, w)»ere it is proposed to depart 
from the auction system of disposal of licenses, the slid- 
ing scale system appears to be satisfactory if supported 
by a sufficiently large and efficient preventive staff, and 
that the rationing system to be successful requires au 
efficient preventive staff, absence of easy facilities for 
illicit distillation and a certain amount of effective- 
public opinion in its support, 

Tn the case of foreign liquors, that in lieu of vend 
fees being imposed in the shape of additions to the- 
tariff rate, as is now being done in certain provinces, 
a definite increase should be made in the tariff itself. 

In the case of country-made foreign liquors, that 
the tariff rate of duty should be levied and that, to 
avoid further difficulties in t])is connection, arrange- 
ments should be made, as part of the division of the 
proceeds of taxation, to credit the duty on imported 
liquor and country-made foreign liquor to the same- 
head. 

In the case of country fennented liquors, that the- 
tree-tax system should be extended wherever possible, 
but only under rigid and systematic control, and that 
experiments should be expedited in the direction of 
bringing the brewing of country beers under control. 
The fact that every increase in the rate of duty on 
spirits increases the resort to alternative intoxicants 
makes the control the more urgently i:ecessary. 

In the case of hemp drugs, that a system of con- 
tract supply or managed monopoly sboiikl be introduced 
where it does not exist, that enquiries should be inade- 
as to the proportion of the ijitoxicating principle in 
the hhang consumed and that exjjerinLents should be- 
made in making up ganja in a more uniform and con- 
sistent form. 

In the case of opium, that the cultivation should 
be restricted, the stock should be reduced, the duty 
made uniform, the auction system abandoned, and ex- 
periments made in making lip the drug into pills of a 
fixed size. 

Finally that a special enquiry should be instituted 
into the results of prohibition of ganjri and partial pro- 
hibition of opium in Burma, and a special force em- 
ployed to deal with the inter-proyincial smuggler. 
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227. It remains to endeavour to make an estimate The loss of 
of the place the excise revenue will fill in the finances 
of the future. This is a cpiestion of which it is diffi- would 
cult to exaggerate the importance, seeing that, with the 
customs duty on imports, it represents a total sum of 
22 crores of rupees, or 14 per cent of the tax revenue 
of India, while in one province, Biliar and Orissa, it 
represents no less than 40 per cent of the tax revenue 
of the province. It is impossible to make any such esti- 
mate without touching on tiie subject of prohibition, 
not for the purpose of discussing the rights and Avrongs 
of that policy, but for that of seeing wliat will be the 
■cost to the treasury of enforcing it, totally or by de- 
grees. And here the CoTumittee would like to 
emphasise that what tha,t policy involves is, not only 
the extinction of the excise revenue, but the effecti7e 
abolition of drink and drugs, 1 »oth licit and illicit, and 
that in the opinion of one of their members who is 
himself a convinced advocate of prohibition, it is worse 
than useless to attempt to secure the first objective with- 
out taking effectual steps at the same time to secure 
the second. 

The direct loss of excise revenue, as has been seen, Theuiti- 
would be 22 crores of rupees, a figure which would un- 
'questionably advance if no change of policy were made. 

As to what it would cost to enforce the law and to deal 
with those who broke it, it is possible only to make a 
guess. The Committee understand that the cost of the 
preventive staff in America, Avbich is likely to be largely 
increased, amounted in 1923 to over 13-| crores of 
rupees, while the sentences of imprisonment passed in 
the same year amounted to 2,781 years, and it is stated 
that there are cases accumulated that it v ould take the 
present courts fifty years to try. It would appear, 
therefore, that there will have to he added to the cost 
of the actual preventive staff a large increase in the 
expenses of the administration of the courts and gaols. 

India has far greater facilities for manufacture of i3i- 
toxicants and narcotics than America. Kvery palm 
tree is a potential source of alcohol; ganja grows wild 
over large tracts; over other large tracts the people aro 
habituated to the growth of the opium poppy; over 
others again there is hardly a village in which people 
cannot be found with a knowledge of the art of dis- 
tilling with vessels locally available; in yet otliers the 
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home-brewing of rice beers is an almost universal 
practice. The Minister responsible i]i one province 
has named 2 crores of rupees as tjie probable annual 
cost of effective measures of su^?pression. Another 
Minister estimates that it would be necessarv to ti eble 
the existing force. The Excise Commissioner in a 
third province declares that it would require a stand- 
ing army. On this basis, anything like real prohibi- 
tion would involve, in loss of revenue and expense of 
prevention, a sum that may be put down at probably 
not less than 18 per cent of the whole of the present 
tax revenues of the country. 

tiw^iSSsures This, however, is a guess tht the final cost. In order 

akeSytSl to get an idea of the cost of the first stage on the way, 
it may perhaps be useful to examine the effect of the 
steps that have already been taken in the direction of 
prohibition, which, especially since the institution of 
the Reforms and of energetic action in the direction of 
prohibition by Ministers in the various provinces in 
response to public demand, lias already gone further 
than is sometimes realised. Reference has been made 
to the total prohibition of ganja in Burma, and the par- 
tial prohibition of opium in the same province. A 
similar policy in respect of opium is now being extend- 
ed to Assam, while cJinras is prohibited in Madras and 
Bombay. Meanwhile there is. in the case o!‘ spirits, 
a total prohibition of sale to certain races and tribes 
such as Burmans in Upper B.irma, the Todas and 
Badagas in the Mlgiris and the Khoiids in the Khond 
Mals; and in certain areas, .such as selected taJuk.s in 
the Madras Presidency, while in other areas the 
restriction of shops, coupled with tlie increase of price 
and the limitation of possession involves practical pro- 
hibition to large classes of the population. For in- 
stance in the Punjab generally there is an area of 186 
square miles and a population ol 40,153 persons to 
every country spirit shop, which means that the bulk of 
the population must go without or resort to illicit sup- 
plies. Most provinces show similar figures for indivi- 
dual districts, as has already been illustrated. 

It is very difficult to say what has been the effect of 
all this action upon the excise revenue, which is 
notoriously difficult to gauge, because it varies luore 
than any other itmn of revenue with the state of the 
season, the condition of trade and the condition of the 
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people generally. In addition to this, the sudden and 
large enhancements of duty that have recently taken 
place have had effects which it is difficult clearly to 
identify. The only method tJiat suggests itself of 
arriving at a result is to prolong the curve of inci-ease, 
which was fairly continuous up- to 1920-21, and see how 
it compares with the actual results ior the years in 
question. An estimate based on these lines shows that 
there was a probable loss of revenue t.)f about 4 orores 
of rupees in 1921-22 when the non-co-operation agita- 
tion was at its height, and that for 1923 24 the re- 
venue was 5-4 crores of rupees short of what might have 
been expected under the earlier policy. These figures 
are to some extent confirmed by fhe declarations in 
three provinces of losses already incurred of 39, 50 and 
75 lakhs of rupees, respectively. Meanwhile, the fact 
cannot be ignored that the increase in the efficiency of 
the preventive force has not kept pace "svith the in- 
creased .severity of the law they aie expected to enforce. 
In the words of an official publication in Madras, 
throughout the twenty years from 3 883 to 1903, the 
newly organized and well-disciplined department de- 
liberately set itself, at a cost of about 25,000 prosecu- 
tions per annum to stamp out excise crime by the strict 
enforcement of the law, regardless of the ieelings of 
the community, and in 1903 the Government of Madras 
could declare with confidence that there was compara- 
tively little illicit consumption of arrack.*^ An in- 
crease of nearly 200 per cent in cases of illicit distilla- 
tion within the last fifteen years, and chiefly in the 
last four years, makes It clear that it would be impos- 
sible to make any snch confident declaration at the 
present day. Another instance may be cited, namely, 
that, in the words of the United Provinces Excise Com- 
missioner, present taxation has overstepped the 
limits of the consumer’s purse, patience and readiness 
to obey the law; and widespread evasion is the result” . 
In the Punjab, as has been seen, tlie administration 
have been reduced to the device of estimating the illicit 
consumption, while in Burma the price of illicit opium 
rules the rate at which the licit article is sold. It is 
obvious that in conditions like these the pursuit of the 
present policy will require a. very large increase in the 
cost of the preventive force if anjv' real decrease in con- 


*I>. IN'. StratMe : Excise and Temperance in Madras, page 26. 
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sumption is to be secured, and that, as a result, a large 
addition must be made to the 5-4 orores of rupees of 
revenue that has ali*eady to be replaced. 

The Committee consider ii: necessary to emphasise 
these points of view since it does not appear to be 
sufficiently realised in some quarters that the consistent 
pursuit of a policy of real prohibition v^ill in\^olve the 
exploitation of every alternative source of possible 
revenue. 
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CHAPTER IX.— TAXES ON INCOMES. 

Part I. — General. 

228. The introduction o? progressive direct taxa- Historical, 
tion through a modern income-tax is perhaps the most 
important change of modern times in the Indian taxa- 
tion system. 

The first income-tax was introduced in 1860 under 
the stress of the financial difficulties consequent on the 
Mutiny. It was enacted on lines borrowed from Eng- 
land; its legislative provisions v/ere unsuitable to India 
and the administrative machinery required to work so 
complicated a tax did not then exist. It remained in 
force for five years and was succeeded by numerous ex- 
periments in direct taxation in the form of income, 
license, and certificate taxes down to 1886. Some of 
these measures extended to non- agricultural inconjes 
only, while the Acts of 1869-73 resembJed the original 
Act of 1860 in subjecting to taxation income derived 
from agriculture and agricultural rents. 

In 1886 an Income-tax Act was passed which re- 
mained in force for thirty-two years. This Act ap- 
plied to incomes of all kinds other than those derived 
from agriculture. It provided for assessment in 
watertight compartments, and there vms no power of 
calling for a return of total income. The tax w as levied 
at a flat rate of 5 pies in the nipee. with a rate of 4 pies 
for certain classes of income below Rs. 2,000. The 
financial stress of the War made it essential to make 
the tax more productive. In 1916 progression was in- 
troduced up to Rs. 25,000 and in 19l7 the need for 
further increasing the yield led to the enactment of the 
first Super-tax Act. This, as in England, was, in the 
nature of an additional income-tax which extended 
graduation beyond the point at which the maximum 
rate of income-tax became payable. 

It was soon found ‘that difficulties arose in attempt- 
ing to assess and collect a progressive income-tax under 
an enactment devised for a lax at a flat rate. In 1918 
a new Income-tax Act was passed, tlie principal cliange 
being the substitution of assessment on income derived 
from all sources for assessment by watertight compart- 
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ments. The combined rates had now readied a maxi- 
mum of 4 annas in the rupee, or 25 per cent. 

During the next four years frequent changes were 
made in the rates, until in 11)22 those of the income-tax 
ranged from 5 pies on an income of Rs. 2,000 to 18 
pies on an income of Rs. 40,000, while the super-tax 
rates were increased and in the case of the largest in- 
comes reached a maximum of 6 annas in the l upee on 
any excess over 5-|- lakhs. The increasing weight of 
taxation led to a demand for more accurate assessment, 
and to meet this demand, the law was completely re- 
vised in Act XI of 1922. 

229. Before the provisions of this Act are discuss- 
ed, it is advisable to indicate the general conditions 
under which the problem lias been approached. The 
last decade has been one of constant change. The law 
has been modernized and its adruinistr alive provisions 
improved and it is very advisable that for the next few 
years, attention should be concentrated on the task of 
organizing a really efficient machine for the assess- 
ment and collection of the tax. Great progress has 
been made in this direction during the last few years, 
but much remains to be done, hiot only is the task of 
accurate assessment one of great difficulty in the special 
conditions of India, but it is also true all the world 
over that a tax whose justification lies in its accurate 
adjustment to personal ability to pay can only be suc- 
cessful if it is actually iro adjusted. I'lie Committee 
regard this improvement of the machinery as of tlje 
first importance and they have, therefore/ in making 
their recommendations for changes, refrained from ad- 
vocating some which, though justifiable in theory, are 
not of sufficient importance to warrant interference at 
the present time with the process of consolidating and 
developing the administrati\-e machinery. 

230. The present basis of assessment is the income 
for the previous year, as compared with the income for 
the current year, which was the basis under the Act of 
1918, and the average of three years, which is the basis 
in England- The one serious criticism made of the 
present arrangements is that, wliile they levy taxes on 
profits in every year in which a profit is made, tliey 
make inadequate provision for the setting off of losses 
against profits of subsequent years This is a circum- 
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stance for which provision is made in the English law 
under the three years average system, and the Koyal 
Commission ©n the Income-tax, !I820, rccomnieiided 
that a set-off for six years should be allowed if the 
previous year’s profit was a do])ted as the basis of assess- 
ment. It is true that a majority of the Australian 
Royal Commission advised against such u set-off being 
allowed, but they did so on grounds with which the 
Committee are unable to agree. It seems to them that 
the substantial justice of t!ie claim to be permitted to 
set off cannot be denied, but they recognise tlie necessity 
in Indian conditions for a strict limitation of the con- 
cession and for hedging it round with conditions. 
Their proposal is that a loss sustained in any one year 
should be allowed to be set off against the profits in the 
next subsequent year only, subject to the condition that 
any assessee who claims to have made a loss must prove 
the fact by producing his accounts as soon as possible 
after the close of the year in which tlie loss is made. 

231. Under the existing law the charge of income- 
tax extends to all income which accrues or arises or is 
received in British India or is deemed so to accrue or 
arise or to be received, but it does not extend to income 
which accrues or arises abroad and is not received or 
deem.ed to be received in British India. Moreover, 
profits and gains of a business accruing or arising with- 
out British India are not chargeable even i f received or 
brought into British India, provided they are not so 
received or brought in within three years of the end of 
the year in which they accrued or arose. It bas been 
urged that administrative diificuities are experienced 
in ascertaining whether income has actually been re- 
ceived in British India, and that much fraud occurs, 
and it has been suggested that the practice of the United 
Kingdom should be adopted under which persons resi- 
dent and domiciled there are liable, generally speak- 
ing, to tax on income arising or accruing abroad, 
whether or not it is received in the United Kingdom. 
On the other hand, in most other parts of the British 
Empire the practice is to tax only the income arising 
in the country. The Committee, while recognising the 
difficulties arising out of the present law, doubt if the 
loss of revenue is really very great. At the same time 
they see a prospect of considoraDle administrative diffi- 
culties as well as of difficulties connected with double 
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taxation if such a radical change as is proposed weie 
made. On the whole they consider that it is host ^o 
leave things as they are. Or. Paranjpye dissents from 
this view and considers that there should be provision 
for the taxation of outside incomes of persons resident 
and liable to taxation in 1 ndia inasmuch as their whole 
income and not only the portion at present taxed deter- 
mines their ability to pay. 


232, In the case of non-residents the attention of 
the Committee has been drawn to four cases, that of 
persons drawing in other countries pensions that have 
been earned in India, that of persons resident ont of 
India who draw interest on the sterling debt of India, 
that of non-resident firms ^hicli have agents or 
branches in India, and that of tlie owners of shipping 
resident in other countries Avho do business with India. 
A cognate question is that of refunds to non-resident 
assessees whose incomes from Indian sources are liable 
to a rate less than the maximum. 


pensioBfi and 233. In the case of pensions it seems to the Com- 
®***^^®*’ inittee appropriate that'the claims of domicile should 
prevail. 

It may he appropriate to deal here with the case of 
leave salaries, which, though not on all fours with that 
of pensions, has sometimes been treated along with it. 
This is a case which has given rise a great volume 
of orders, which the Committee find it impossible to 
reconcile with, one another. These orders are dictated 
largely by considerations otlier than those of taxation, 
for which reason the majority of the Committee refrain 
from making any recommendation in the n atter. Di‘. 
Paranjpye is of opinion tljat leave salaries of persons 
employed in India accrue in this country [ind therefore 
should in all cases be liable to income-tax .subject, of 
course, to the usual provisions regarding double taxa- 
tion. 


Interest on 234. The Opinion has been somewhat widely ex- 
steriing debt, that India has been a sufferer because Indian 

income-tax is not deducted from the interest on ster- 
ling loans which is payable i.a London. It seems neces- 
sary to emphasise that in a case where one country 
borrows from another, the question whether income-tax 
should be payable on the interest paid should be decided 
by the terms of the loan. Obviously, if the lenders 
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237. The case of a buying agency must be treated 
on slightly different lines. The proper method of 
ascertaining the profit which can justly be taxed in 
India is to charge not more than the difference between 
the cost price«of the goods bought and the market price 
f.O‘.b., less the expenses of getting them f.o.b. The 
equity of this view is evident from the consideration 
that a foreign merchant without an agency or branch 
in India, who is clearly not taxable, can get his goods 
at the f.o-b. price and no question of Indian taxation 
will arise. If, therefore he establishes a branch or 
agency in India, the maximum profit which can reason- 
ably be charged is the extra profit he makes by doing 
so. 

The case of an 238. The Same principle should apply whether the 

agency that n-oods have been siibiected to some process of manufac- 
inadditionto ture 111 India after purchase by the branch or agency 
buying, or whether they are exported in the same state as when 
they were purchased, but in the former case the actual 
cost of manufacture will be an additional deduction in 
arriving at the taxable profits of the non-resident. 

It appears, however, from certain High Court 
Judgments to which the attention of the Committee has 
been drawn, viz., in the cases m re Rogers Pyatt 
Shellac Co. v. the Secretary of State for India, heard 
in the Calcutta High Court, and the Commissioner of 
Income-tax v. Messrs. Steel Brothers d Co., heard in 
the Rangoon High Court, that the effect of section 42 
(1) of the Income-tax Act and particularly of tne 
words ‘‘ accruing from any business connection or pro- 
perty in British India ” is to impose a very much 
wider charge on the non-resident than the Committee 
have indicated should be the case, and to tax not only 
the profit arising from operations conducted in India, 
but also the profit arising out of the sale of the goods 
abroad. It seems to be a very strong measure to seek 
to charge profits which neither arise out of activities 
carried on in India nor belong to a person resident in 
India, and the matter is by no means without impoi'- 
tance in relation to the arrangement for double income- 
tax relief which exists between India and the United 
Kingdom. It is to be borne in mind that, under this 
arrangement the brunt of the relief is borne by tlie 
Exchequer of the United Kingdom. The moral claim 
of the United Kingdom Exchequer to levy duty in 
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respect of profits which arise out of sale operations 
conducted in the United Kingdom and which accrue 
to a resident in the United Kingdom is unquestionable, 
and if through the incident of the establishment of a 
buying agency or branch within their jurisdiction, the 
Indian Government take toll of profits neither earned 
nor belonging to persons residing within their juris- 
diction, the question will arise whether the British 
Exchequer can fairly be called upon to bear the cost of 
the double income-tax relief. 

In the view of the Committee the section under re- 
view should be amended so as to limit its operation in 
the manner that has been indicated. 

239. Another case of taxation of the income of non- profits of 
residents arises in connection with shipping concerns- sMpping 
This question has special interest at the present time 

in view of the fact that several countries have entered 
into reciprocal arrangements under which the profits 
of a shipping concern resident in one of the contracting 
countries are exempted by the other contracting country 
from income-tax in respect of profits earned within 
its jurisdiction. The British Finance Act of 1924 
contains provisions which practically amount to an 
invitation to the Colonies and British Possessions to 
enter into similar arrangements- The Committee haye 
considered whether it is desirable that any action 
should be taken on this invitation. If there were any 
considerable amount of shipping registered in India, 
it would be desirable to fall in with an arrangement 
which is for the common advantage, but in present 
conditions it is clear that such action would involve 
India in considerable loss with no corresponding gain. 

In these circumstances, the Committee are unable to 
make any recommendation in the matter at present. 

240. It is understood that, when a non-resident Refunds to 
derives an income from Indian sources which does not ^ion-residents, 
reach the amount at which the maximum rate of in- 
come-tax is chargeable, he is entitled to a refund of 

tax at a rate equal to the difference between the maxi- 
mum rate and the rate applicable to his total income 
from Indian sources. This refund is given however 
large the income of the non-resident from other sources 
may be. This was also the case in England up to 1910. 

The law was changed by the Finance (1909-10) Act, 

1910, and the privilege is now restricted to British 
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subjects and certain others, and even in their case th& 
full relief is not given -where the claimant has income 
from other sources not liable to British income-tax. 
In the view of the Committee there is a good deal to 
be said for the enactment of a similar provision in 
India. 

The method 241. Tile question of the exemption limit and that 
-the «?mp- of allowances for dependants are related to each other 
tion Kmit and and it seeiTis desirable to consider these two questions 
dep^Sj^ together- The exemption limit in most countries bears 
relation to the cost of subsistence. In India it began 
at as low a figure as Rs. 200, from which it was raised 
successively toRs. 500 in 1886, to Rs. 1,000 in 1903 and 
to Rs. 2,000 in 1919- It is thus actually higher than 
the exemption limit in the United Kingdom. One of 
the principal reasons for this last increase was the 
very large number of assessees falling within the lower 
range of income and the small sum realised by includ- 
ing them within the scope of the tax in relation to the 
trouble and expense involved in the assessment and 
collection of the duty. This is a reason which has 
gained added force since the transfer of the work of 
assessment from the ordinary district staff to a staff to 
a special Imperial one. 

While several witnesses have urged a reduction of 
the exemption limit to a lower figure, others have 
pressed for the introduction on English lines of pro- 
vision for allowances in lespect of wives, children and 
case again an administrative 
difficulty arises. In England it is easy to verify the 
claims made on this account by reference to registers 
of births, marriages and deaths. In India these regis- 
ters are not sufficiently reliable or universal to render 
such an arrangement possible, and while English ex- 
perience shows that in the absence of safeguards fraud 
would be likely to be attempted, it would be impossible 
to prevent it in Indian conditions without enquiries of 
an inquisitorial nature. 

Meanwhile, the circumstances of the two countries 
differ in view of the fact that marriage is practically 
universal in India, and the number of bachelors whose 
though below Rs. 2,000, are such that in view 
01 their greater taxable ability they might reasonably 
oe called^ upon to make a direct contribution to the Ex- 
chequer IS very small. 
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On the whole, it seems to the Committee that it 
would be best under Indian conditions to set off the 
higher exemption limit against the absence of allowan- 
ces in respect of dependants, in other words, to 
maintain the stattis quo in both matters 

Dr. Paranjpye would allow an abatement of 
Rs. 200 for one wife and Rs- 150 for each minor 
son or unmarried daughter to a maximum of Rs. 950 
provided it was claimed. He does not consider that 
any assessee would make a false declaration without 
being easily found out. The case for abatement will, 
in his opinion, be still stronger if, as is recommended 
later, the incomes of husband and wife are aggregated 
for the purpose of determining the rate of tax. 

242. The differentiation between earned and un- pifEerentia- 
earned income is another idea borrowed from European andunSed 
countries, the application of which to Indian condi- income, 
tions appears to the Committee to be premature at 
present. The reasons underlying such a differentia- 
tion appear to be, firstly, that earned income is in its 
nature more precarious than income derived from 
capital, and secondly, that the whole of an income 
which is earned is not available for spending if, as 
is usually the case, provision has to be made for old 
age or for dependants. These considerations apply 
with much diminished foi:ce in India for two reasons, 
first that there is no large class of rentiers depending 
on incomes from investments, and secondly, that, in 
so far as there is such a class, by far the greater part 
of its investments is in land, and so long as income 
from land escapes income-tax altogether, it would be 
invidious to impose a differential rate of tax on the 
relatively small balance of investment income that 
remains. The case would be different if at any time 
incomes derived from agriculture were made liable to 
the tax. 

243- Graduation is a feature of most modern m- The system of 
come-tax systems, its object being to secure that the 
higher income pays a larger proportion of its surplus 
tlie smaller one. 

The system adopted in England on the recommen- 
detion of the Royal Commission on Income-tax of .1920 
is as follows : Erom the total income of the tax- 
payer for the year there is deducted a sum equal to 10 
per cent of any earned income, subject to a maximum 
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of £200. The resulting balance is called the assess* 
able income.’' From this certain fixed deductions are 
made for the tax-payer himself and for his wife and 
children and certain dependants . The resulting 
balance is called the " taxable income." At the com- 
mencement of each financial year a certain rate of 
income-tax, known as the .standard rate, is imposed by 
Parliament. The first £225 of the taxable income 
is charged at one-half the standard rate and the balance 
at the full standard rate. The result is that the efiec- 
tive rate of tax varies according to the size of the 
income, and in the case of the largest incomes approxi- 
mates closely to the standard rate, while in the case of 
incomes just in excess of the amount of the allowances, 
the effective rate is very small. In the case of the 
larger incomes the graduation is steepened by the addi- 
tion of a super-tax, which is charged at gradually 
increasing rates on successive slices of income in excess 
of £2,000. 

In India a different system, somewhat similar to 
that obtaining in Englai^d before 1920, is adopted. 
Incomes are ranged into classes by reference to their 
amount, and different rates are charged according to 
the range within which the income falls. The defect 
of this system is that, in the absence of a provision to 
meet the case, an income just .above each limit at which 
the rate increases would pay an amount of tax which 
would exceed the amount of* tax paid by an income at 
or just below the limit by more than the difference 
between the two incomes, and accordingly the tax- 
payer with the higher income would be worse off than 
the tax-payer with the smaller income. This defect 
is not entirely removed by section 17 of the Income-tax 
Act, 1922, which provides that where, owing to the 
fact that the total income of any assessee has reached 
or exceeded a certain limit, he is liable to pay income- 
tax or to pay income-tax at higher rate, the amount of 
income-tax payable by him shall, where necessary, be 
reduced so as not to exceed the aggregate of the follow- 
ing amounts, namely — 

(a) the amount which would have been payable if 

his total income had been a sum less by one 

rupee than that limit, and 

(b) the amount b}' which his total income exceeds 

that sum. 
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If the rates were being considered for the first' time 
and theoretical perfection was the object in view, it 
would be well to substitute something on the lines of 
the English system. On the other hand, it has to be 
remembered that the tax in its present form is a oom.- 
paratively new and heavy impost, and that it is 
essential above everything else to secure a satisfactory 
system of working and not to make changes in the 
machinery without very solid grounds. 

244. As regards the sufficiency or otherwise of the The rates m 
rates applied to incomes of various sizes, the following 
table represents the results of an attempt to compare 
as accurately as may be the percentage of incomes taken 
in taxation in England, India, Austria, France and 
Japan, the figures taken for the purpose of comparison 
being those for the year 1924. 


Percentage of income taken in income-tax and 
snper-tax. 


Income in sterling. 

England. 

India. 

Austria. 

Prance. 

( c ) 

Japan. 

00 

( h ) 

50 . 




1-1 



100 . 


•• 


2-2 

■5 

20 

135 . 

... 

... 

2-6 

2-2 

•9 

3-0 

150 . 


12 

a -6 

3-3 

1 0 

3-0 

300 . 


68 

2*6 

4-4 

1-8 

5-0 

£00 . 

3-3 

12-5 

31 

5-7 

4-4 

6 5 

1,000 .... 

10 8 

18-8 

4-7 

10 8 

7-5 

9 5 

2,000 .... 

IV 0 

22-7 

7-8 

18-9 

12 5 

130 

5,000 .... 

28-0 

30 -S 

U -5 

28-4 

20-5 

17 0 

10,000 .... 

38-0 

39-0 

14-6 

37-8 

34-0 

21*0 

50,000 .... 

50 0 

60-0 

32 9 

47-1 

47-0 

25-0 

100,000 

52-0 

52-0 

39-9 

48-2 

48-5 

27-0 


It will be observed that, in the case of incomes up to 
£500, the Indian rates are comparable with those in 
the other countries, and that on the largest incomes 

(а) Tax for a married man with three children, with income all 
* earned ’ 

(б) Tax for a batchelor with income all * investment 

(c) Tax for a bachelor, reckoned at current rates of exchange. 
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they do not fall far short of them, but that in the case 
of incomes from £1,000 to £10,000 they are decidedly 
low by comparison. The Committee have been favour- 
ed by the Central Board of Revenue with a very ex- 
haustive analysis of the effects of certain changes in the 
scales which have been considered, which results in the 
conclusion that a more equitable scale than the present 
one, and one which would introduce certain elements 
of the English system, would be as follows ; — 

First slice . Up to Rs, 2., 000 . . Free. 

Second slice . Rs. 2,000 to Rs, 5,000 . 9 pies in the 

rupee. 

Third slice . Rs. 5,000 to Rs. 10,000 . 1 anna in the 

rupee. 

Foitrth slice . The whole amount in excess 1 anna 8 pies in 
of Rs. 10,000. the rupee. 

The introduction of a scale of this kind would, how- 
ever, complicate the tax and multiply the number of 
claims to repayment, and on the grounds stated in the 
previous paragraph, the Committee are unable to re- 
commend that a far-reaching change of this kind 
should be undertaken at present. Nor does it seem to 
them desirable to increase the maximum rates, especi- 
ally in view of the fact that these are being reduced in 
England. What does appear to them to be equitable 
is a moderate increase in the intermediate scales, for 
instance, by applying the 9 pie rate to incomes from 
Rs. 10,000 to Rs. 15,000, the 12 pie rate from Rs. 1 5,000 
to Rs. 20,000, the 15 pie rate from Rs- 20,000 to 
Rs. 25,000, and the 18 pie rate from that point on- 
wards, at the same time making Rs. '30,000 the limit 
for super-tax with a new rate of 6 pies on the first 
Rs. 20,000 or part thereof in excess of that sum. In 
the case of the joint Hindu family the limit of exemp- 
tion might be reduced to Rs. 60,000, the anna rate 
being applied to the first Rs. 40,000 of excess. 

245. Appeals lie on questions of fact to departmen- 
tal officers, while on questions of law a reference can 
be made for the opinion of a High Court. 

In the former case objection has been taken on 
the ground that the department responsible for the 
assessment acts as judge in its own cause, and the 
possibility of introducing something on the lines of the 
General and Special Commissioners in England has 
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been many times canvassed. The Committee have 
examined the question again, and as regards the nm- 
fassal, find that the great body of opinion is still 
against the proposal on the ground that suitable 
persons for employment as Commissioners are not avail- 
able, and that the Indian business man is peculiarly 
sensitive to the disclosure of his afiairs and ;prefers 
that such disclosures should be limited to officials of 
the department. It seems possible that there might 
be scope for the commencement of arrangements on 
these lines in the Presidency towns, and this proposal 
was discussed with the representatives of the Cham- 
bers of Commerce, but while the representatives of 
the Bengal Chamber gave a qualified approval to it, 
the others were distinctly opposed to it. At the same 
time the Committee find that a concrete proposal 
regarding a Committee of Referees in a somewhat 
similar matter was unanimously rejected by the Cham- 
bers. In these circumstances, the majority advise that 
the matter be left in status quo. Dr. Paranjpye is of 
opinion that advisory bodies should be constituted in 
large centres so that the assessee can ask that their 
opinion be taken. If that opinion was against the 
assessee’s contention, then he should have no power of 
further appeal, but the assessing officer might be allow- 
ed to send all the papers for final disposal, if he con- 
sidered that the opinion of the body is manifestly 
wrong. A return of such cases should be published in 
the annual report. 

246. In the matter of points of law, difficulties have —on points 
arisen from the fact that no appeal lies to the Privy Jii^^’ses in 
Council against a decision under section 66 of the connection 
Income-tax Act because such a decision is merely ad- ^oSiSJ 
visory and not in the proper or legal sense of the term decisions lave 
a final judgment. As a result, differing judgments 

have been given by different High Courts on important 
questions, and there is no means available short of 
legislation of securing a final settlement of the ques- 
tions in issue. The Committee would therefore suggest 
that whatever steps are necessary to secure an appeal 
to the Privy Council in such cases should be taken 
without delay. 

247. It may perhaps be appropriate to mention here —agency 
two instances in connection with which such differences 

of opinion have arisen. The first is that of the assess- 
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ment of agency and branch profits, which have been 
dealt with by the High Courts of Madras, Calcutta 
and Eangoon. The judgment of the first Court 
tended to restrict the powers of Income-tax ofiicers 
under section 42. The tendency of the two latter was 
more in favour of the point of view taken by the depart- 
ment. The Committee have recommended an amend- 
ment of the section. 

248. The other case is that of the miscellaneous 
incomes of the holders of permanently-settled land, 
such as the income from mining royalties, fisheries, 
markets and fees of various kinds. This has been 
dealt with by the High Courts of Madras, Calcutta and 
Patna, the point in issue being whether the taxing 
provisions of the Income-tax Act override the provi- 
sions of the Permanent Settlement Regulations. The 
point of law involved is one upon which the Committee 
do not wish to express any opinion. It appears to 
them, however, that from the point of view of equity, 
there can be no question that, if the exemption of in- 
comes derived from agriculture is maintained, then 
the zamindars should have the full benefit of it, but 
that, in respect of incomes which do not fall within the 
terms of the exemption, they should pay the tax. 

249. There may be mentioned here a proposal that 
has been made for the imposition of a special tax on 
income derived from mining royalties on the lines of 
the Mineral Rights Duty levied in England under the 
Finance (1909-10) Act, 1910. Prima facie, since the 
mines are chiefly situated in permanently-settled areas, 
and since they were not reckoned among the assets at 
the settlement, this income is of the nature of a wind- 
fall and pre-eminently suited for special taxation. 
The Committee find, however, that the matter was con- 
sidered in 1922 by the Local Government chiefly con- 
cerned, that of Bihar and Orissa, and that the proposal 
was rejected on the grounds that the royalties taken 
in ‘the case of coal were generally low, amounting to 
not more than 4 annas a ton, and that the income de- 
rived from them is assessed both to income-tax and to 
special local rates. In these circumstances, there does 
not seem to be room for a special tax so long as the 
income-tax is levied. Should, however, the Courts 
decide that this income is exempt on the ground that 
the charging sections of the Income-tax Act do not 
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override the Permanent Settlement Regulations, the 
case for special taxation would be complete. 

250. The recognition of the importance of complete 
secrecy in income-tax returns is comparatively recent 
in India. Until 1918 a provision existed for the pub- 
lication of notices specifying the tax payable by persons 
with incomes below Rs. 2,000, and it was not until 1922 
that the law provided for complete secrecy. Unless 
assessees are satisfied that their income-tax returns 
will be used only for the purpose of assessing them to 
income-tax, it is impossible to expect them to furnish 
correct returns, and for this reason the maintenance of 
secrecy is an important factor in the development of 
an efficient administration of the income-tax in India. 

In two respects, however, a departure from the 
present practice may be made without infringing the 
principle on which it is based. The adoption of the 
practice of publishing in the annual reports a list of 
persons penalised for income-tax ofiences, which is in 
force in Australia, would possibly operate as a deter- 
rent to the commission of such offences, and might be 
tried 

In certain provinces where a profession tax or 
similar local tax exists, the present law makes it im- 
possible for the authorities responsible for its collection 
to utilise the information in the possession of the 
income-tax department regarding persons assessable 
to both taxes. In order to obviate the necessity for a 
double assessment, the law regarding secrecy might 
well be amended so as to permit Income-tax officers to 
draw up lists of such persons and the sums for which 
they are liable under local taxation Acts and to furnish 
these to the authorities responsible for collecting the 
local tax. 

251. The super-tax which is levied on the profits of 
companies is in fact not a super-tax, but a corporation 
profits tax. There is no advantage in retaining the 
present name, which gives a false impression of the 
nature of the tax, and appears to have led, in the 
matter of the exemption limit, to the perpetuation of 
an anomaly. 

A corporation profits tax is a common feature in 
other countries and was in force in England for some 
years after the War. Its justification lies partly in 
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the fact that companies derive certain advantages and 
enjoy certain privileges as the result of incorporation, 
and partly in the fact that that portion of the profits 
of companies which is not distributed as dividends, 
but is placed to reserve, escapes assessment to super- 
tax. The tax has now been abolished in England, 
partly owing to defects in the Act and to the necessity 
of relieving the burden on trade, but largely because 
other means had been devised for dealing with the 
problem of undistributed dividends. The methods 
adopted there are not such as could be adopted in this 
country, where meanwhile the advantages of limited 
liability and transferability of shares which incorpora- 
tion gives to a company have more value than they have 
in one that is more developed. The tax is, therefore, 
a suitable one to impose. The rate of one anna in the 
rupee is not much in excess of the rate of 5 per cent 
which was imposed in England and does not stand in 
need of reduction. On the other hand, consideration 
of the facts that the tax is an impersonal one, that 
it is apt to be amortised, and that the dividends which 
it affects are in any case an item of unearned income 
tends to support the suggestion of Professor Seligman 
that this is a class of taxation that might well be deve- 
loped. 

If the tax is recognised as a corporation profits tax, 
it becornes clear that the exemption limit of Ps. 50,000 
is illogical. Small cpmpanies derive relatively as 
much advantage as large ones from the privilege of 
incorporation, and the amount of profit made by a 
company bears no necessary relation to the wealth or 
poverty of its share-holders. It is recommended there- 
fore that the present exemption limit, -which seems to 
have been based on a false analogy, should be abolished. 

A further consequence of treating the tax as a cor- 
poration profits tax -is that, as an impersonal tax, it 
should be treated as an expense of the business in 
arriving at the profits which are to be subjected to in- 
come-tax. 

Finally, a good deal of criticism has been directed 
against the practice of charging super-tax on those 
of a holding company’s profits which represent 
dividends of subsidiary companies already taxed to 
super-tax. At present, owing to the existence of the 



215 


'exemption limit of Rs. 60,000, there is the practical 
difficulty that only an indeterminate portion of the 
profits of the subsidiary company is taxed, and it 
would be manifestly unfair to the revenue to exempt 
in the hands of the parent company the whole of a 
dividend paid out of profits, only part of which have 
been taxed. With the removal of the exemption limit 
this difficulty would disappear. On grounds of equity 
it is not right that the same profits should be taxed two 
or three times, and in future they should only be taxed, 
in the hands of the subsidiary company. 

Dr. Paranjpye does not agree with this view. 

Dvery company benefits by incorporation and as this 
proposed corporation tax is to be considered as a part 
of the expenses of business, he considers no case has 
heen made out for this recommendation. 

252. The increase in the rate of the income-tax has Evasion of 
led to the growth of certain forms of legal evasion 
which are facilitated by peculiarities in the law. Of tax. 
these, four principal cases may be distinguished — 

(1) A man who is liable to a high rate of taxation 
ma} by taking in dummy partners break up his busi- 
ness into a series of unregistered firms. Each firm 
will then be treated as a separate entity and the rate 
of income-tax appropriate to its separate profits will 
be applied to it, while as regards super-tax. the tax- 
payer will get the benefit, not of one deduction of 
Rs. 50,000, but of as many deductions of that amount 
as .there are firms; 

(2) a man may execute a partnership deed making 
his wife and minor children partners and may register 
the firm. The partnership may be quite illusory and 
the profits may not be distributed in the manner speci- 
fied in the partnership deed. Each partner is then 
entitled to an adjustment of the rate of tax charged 
on his share by reference to his total income and each 
obtains an allowance of Rs. 50,000 in computing his 
liability to super-tax; 

(3) a private company may be formed, controlled 
by an individual either alone or in conjunction with 
his near relatives. Super-tax at the rate of one anna 
in the rupee is payable on any profits in excess of 
Rs. 60,000, but the liability of the so-called share- 
holders to personal super-tax is avoided by paying no 
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dividends and giving loans at nominal interest to the 
shareholders, which are not intended to be repaid ; 

(4) a company may be split up into a series of 
smaller companies each of which will obtain the deduc- 
tion of Rs. 50,000 in computing its liability to super- 
tax. 

The advantage which the fourth and to some ex- 
tent the third of these devices secures will disappear if 
effect is given to the recommendation that the exemp- 
tion limit of Rs. 50,000 for companies’ super-tax 
should be abolished. The most suitable method of 
preventing evasion by the formation of private com- 
panies and the withholding of dividends is to give the 
income-tax authorities power to treat such companies 
as if they were registered partnerships, the partners 
being the members of the company having a controll- 
ing interest in it. While in such circumstances it 
would still be possible for an individual to evade a part 
of the liability by distributing shares among members 
of his family, it seems unlikely that this device would 
be resorted to in many cases. At present it is not 
feasible to adopt this method, because the opportuni- 
ties for evasion by bogus firms are equally great. But 
if the proposals for dealing with such firms which fol- 
low are adopted, the remedy becomes practicable and 
may be applied. The conditions under which it should 
be made permissible for the Income-tax officer to treat 
a company for the purpose of income-tax and super- 
tax as a firm should, it is suggested, follow those laid 
down in the English Finance Act, 1922, section 21. 
They are (1) limitation of the number of shareholders 
to fifty or less, (2) restriction of the right to transfer 
shares, (3) absence of any public invitation to subscribe 
for shares, and (4) limitation of the control of the com- 
pany to not more than five persons. Since the law 
already provides for access to the lists of shareholders, 
difficulty would not arise in ascertaining the facts. 

253. In order to prevent evasion through the for- 
mation of bogus firms, three changes are advisable. 
In the first place, since a wife is the most convenient 
form of bogus partner, the fact that the law does not 
provide that the income of a wife living with her hus- 
band should be treated as his, obviously affords consi- 
derable opportunity for evasion. Apart from this 
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reason it is only just on general grounds that the in- 
comes of married couples living together should be 
taxed at the rate applicable to the aggregate income, 
which represents their real ability to pay. It is, there- 
fore, recommended that, for the purpose of charging 
income-tax and super-tax, the income of a husband and 
wife living together should be aggregated for the 
purpose of computing the amount of tax to which they 
are liable : and that the tax on the whole at this rate 
should be divided between the two in proportion to 
the amount of their separate incomes. 

In the second place, the right to be treated as an 
unregistered partnership should be restricted. It 
would no doubt be a hardship to compel every small 
firm to execute a deed and register the partnership, but 
the Income-tax officer might be given power in parti- 
cular cases to require the partners in an unregistered 
firm to furnish particulars of the partnership and to 
compute the liability of the partners on the same basis 
as if the partnership had been registered. There 
seems little danger that such a power would be used 
to harass the tax-pa,yer unduly inasmuch as in small 
cases conversion from an unregistered to a registered 
partnership would have the effect of reducing or even 
extinguishing the income-tax liability. Take, for 
instance, a firm composed of three partners with equal 
shares making a profit of Rs. 5,000 per annum. As 
an unregistered firm the liability would be Rs. 156-4-0,. 
while, assuming the partners to have no other income, 
the ultimate liability as a registered partnership would 
be nil. Indeed so substantial are the advantages 
accruing from registration that it would seem only 
right that, when the income-tax machine becomes 
stronger and more able to cope with its task, these 
advantages should be pointed out to the tax-payer. 

In the third place, measures are necessary to ensure 
that partnerships are genuine and are not merely fab- 
ricated for the purpose of evading taxation\ To 
achieve this end it may be provided that particulars of 
the registration of any firm shall be recorded by the 
Income-tax officers and shall be open to the inspection 
of any person. It would also be desirable to provide 
for the imposition of a heavy penalty in cases where 
loss of duty has arisen through failure to distribute 
the profits in accordance with the terms of the partner- 
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ship. It might therefore be provided that, where a 
firm has been a registered firm for any year and the 
Income-tax officer alleges by notice served on any of 
the registered partners for that year, within a certain 
number of years after the end of that year, that any 
share or part of a share of the profits of that year, 
which under the partnership arrangement should 
have been paid or credited to any person registered 
as a partner, was not in fact paid or credited to 
that person, but was paid or credited to some 
other person registered as a partner, and that by 
reason thereof the full amount of income-tax and 
super -tax which ought to have been assessed and 
paid, for that year was not in fact so assessed and 
paid, the other person to whom such profits were paid 
or credited shall on conviction be liable to a penalty 
equivalent to a specified number of times the amount 
by which the income-tax and super-tax assessed and 
paid for that year fell short of the income-tax and 
super-tax which ought to have been assessed and paid. 

taJa’ion— arrangement for relief in respect of double 

a^nge^nts taxation between the United Kingdom and India has 
been made and is embodied in section 49 of the Income- 
^gdom. tax Act. These provisions are working in a satisfac- 
tory manner from the Indian point of view. The 
major part of the cost of the relief falls on the British 
Exchequer, since up to the point at which the Indian 
rate exceeds half the British rate, nothing is payable 
by India. 

265. In the case of the Indian States, arrangements 
have been made with a majority of those that levy an 
income-tax under which an assesses who has paid on 
the same income both in British India and in an Indian 
State is entitled to recover the lesser of the two taxes, 
and the cost of the refund is shared equally between 
the two taxing authorities. 

256. In Upper Burma income-tax was levied prior 
to 1924 only on officials and railway employees. It 
has since been made general . But from the 1st April 
1924 a rebate of income-tax is given equal to the 
amount of the thathameda in the case of assessees who 
have paid both taxes. Having regard to the nature of 
the thathameda and the fact that it is being developed 
into a means of local taxation, the Committee doubt if 
there is any real case of double taxation here. In any 
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case it seems to them that, if a rebate is to be given, 
it should be given by the Provincial Government and 
and that the Imperial tax should have the prior claim. 

Part II. — Income-tax on Agricultural Incomes. 

257. In the preceding paragraphs, the Committee 
have examined the existing arrangements for the levy income 
of a progressive income-tax in India in the light of 

the arrangements in other countries, especially in the peculiar to 
United Kingdom. But they have made only passing 
2 'eferenoes to a feature v^hich distinguishes the Indian 
income-tax from that of all other countries that levy 
such a tax, namely, the exemption from it of incomes 
derived from agriculture. This is a question of so 
much importance and one which has aroused such 
bitter controversies in the past that they have thought 
it desirable to reserve it for separate treatment. 

258. The question may be examined from four 
points of view, namely : (1) the point of view of history, from^four 
as illustrating the reasons underlying the exemption; aspects. 
(2) the point of view of the equitable distribution of 

the burden of taxation when the special circumstances 
of the Indian land revenue are considered ; (3) the point 
of view of the yield likely to be realised; and (4) the 
point of view of the administrative considerations 
involved in the levy of such tax. There is of course a 
fifth aspect of the question, viz., the political aspect, 
which may overshadow in importance all those that 
have been detailed above, but which is hardly one upon 
which it falls to the Committee to pronunce. 

259. For an appreciation of the history of the 
emption, it is necessary to have a clear understanding 
of certain phases of the financial history of India. 

The chief of these are the parallel development of at- taxation 
tempts at direct taxation on the one hand, and of cesses 
on the land for imperial, provincial and local purposes 
on the other. 

When, in the financial difficulties that arose after 
the Mutiny, it was found necessary in 1860 to impose 
an income-tax for the first time, incomes from agricul- 
ture were clearly included under it. Mr. James 
Wilson, who was responsible for the tax, explained the 
inclusion of incomes from lands under the Permanent 
Settlement by saying, “ I hold him (the zamindar) to 
be exempt from any special charge upon his land, but 
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to be liable to any general tax that applies to ail 
others/'^ 

This Act, which was enacted only for five years, 
lapsed in 1865. In 1867-68 it was replaced in part by 
an Act imposing a license tax on professions and trades, 
wliich was converted in the ensuing year into a ' certi- 
ficate ' tax. Neither of these taxes applied to agri- 
cultural incomes, but when in 1869-70 the certificate 
tax was in turn converted into a general income-tax, 
agricultural incomes were again brought under taxa- 
tion. The income-tax then imposed remained in force 
till the improvement in the financial situation made it 
possible to abolish it in 1873-74. The famine of 
1876-78 revived the necessity for direct taxation, and 
on this occasion it took the form of a license tax on the 
trader, which was combined with a cess on the land, 
both for the purpose of forming a famine fund. This 
license tax remained in force till 1886, when it was 
merged in the general income-tax, which was then for 
the third time introduced, on this occasion on lines 
which made possible its permanent continuance. 

It will be seen from the above that incomes from 
agriculture were taxed from 1860 to 1865 and from 
1869 to 1873, that the exemption they enjoyed from 
1873 to 1878 was in common with all other incomes, 
and that the taxation scheme of 1878, which was part 
of the famine insurance policy of Lord Lytton's 
Government, combined taxation of the income of the 
trader with a cess on the land. 

It may be added that the whole period was one of 
continuous trial and error with different schemes of 
direct taxation, no less than 24 Acts being passed in 26 
years, and though the income-tax was undoubtedly 
generally unpopular, largely on account of the inquisi- 
torial procedure which it involved, it does not appear to 
have been in any way specially so with the agricul- 
turists. It may be pertinent to quote on this point a 
short passage from a speech by Mr. Bazett Colvin on 
the Northern India License Bill of 1878. Any ob- 
jection/' he said, which is taken on this ground to 
the proposed tax, is just as applicable to an income- 
tax, which has been levied from the agricultural classes 
at different times during the past sixteen years. The 

* Proceedings of the Oounca of the Governor-General, Fehrnai'y 18 , 
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cases are precisely similar. I know of no argument 
which applies to the one that does not equally apply 
to the other. Yet, though I cannot say that the income- 
tax was anything but an extremely unpopular tax in 
the part of the country where my experience has been, 
I do not remember that there was any strong or general 
feeling against it on this ground in Upper India. The 
agriculturists did not expect to escape from having to 
help in bearing the common burden, and submitted 
without serious discontent to their share of it during 
the continuance of the income-tax. 

260. Meanwhile, to quote Mr. Colvin again, “ the 
levy of cesses or rates on land in addition to land reve- 
nue had been familiar to the people for many genera- 
tions.'' For the most part they had been utilised for 
local purposes. It was only in Bengal, when in 1871 
it was proposed to levy a cess for educational purposes, 
that a great controversy arose, which was settled by 
distinctly affirming the liability of the land to addi- 
tional taxation provided that such taxation was 
imposed in just proportion to the additions imposed 
upon other property. And it may be mentioned in 
passing that Secretary of State in his despatch deal- 
ing with this cess emphasised the fact that the object- 
tions that were urged to it could not be urged against 
the income-tax, of which he said : It was in the ful- 
lest sense of the words a ‘ public demand, ' levied over 
and above the public demand which, under the per- 
manent settlement, had been fixed ‘ for ever.' It went 
directly into the imperial exchequer, amd was applied 
precisely as the land revenue and all the imperial taxes 
were applied. But there is one thing which that tax 
was not ; it was not an increase on the public demand 
levied upon the zamindars in consequence of the im- 
provement of their estates. It was levied upon a 
wholly different principle, and in respect of a wholly 
different kind of liability. One index and proof of this 
difference lay in the fact that, although this ' public 
demand ' was made upon those to whom the promises 
of the permanent settlement had been given, it was 
made upon them only in company with other classes 
of the community, and with no exclusive reference to 
the source from which their income was derived." 

* Proceedings of the Council of the Grovernor-General, February 9, 
1878. 


The parallel 
development 
of cesses — the 
Bengal con- 
troversy. 



222 


261. It was in pursuance of the same idea that 
Sir John Strachey, when introducing the Northern 
India License Bill of 1878, made use of the following 
words : It is, as I have already fully e.'cplained, an 

essential part of the policy of the Government that this 
new taxation should fall both on the commercial and 
agricultural classes, and that, so far as may be practi- 
cable, each class shall bear an approximately equal 
burden. This principle has already been to a great 
extent carried out already. Additional rates similar 
in character to those which we are now proposing to 
levy in Northern India have already been imposed in 
Bengal, and the Bill taxing the commercial classes of 
that province will, I presume, soon become law. We 
desire to apply the same principle to the other 
provinces, the only exception being that, for reasons 
wiiicli have been stated at length to the Council, it is 
not thought proper to impose at the present time fresh 
taxation on the agricultural classes in Madras and 
Bombay.”* In his budget speech of the same year 
he explained the same matter somewhat in more detail 
as follows ; “In Bengal we have got already our tax 
upon the land ; we now desire to impose a correspond- 
ing tax on the commercial classes. Tn the North- 
Western Provinces we have got already a tax on the 
commercial classes ; we propose to develop it and sup- 
plement it by a tax on the land. In the Punjab, in 
Oudh, and in the other parts of India mentioned in 
the Bill which I am asking leave to introduce, there 
has been no fresh taxation; we now wish to impose 
similar new taxes in those provinces, both on the com- 
mercial classes and on the land.”t 

remains to refer to the circumstances under 
it. which the cesses, which formed the equivalent burden 

to the license tax, came to an end, while the license tax, 
or its successor, the income-tax, continued in force In 
introducing the budget of 1905-06 Sir Edward Baker 
announced a policy of confining the cesses levied on the 
land to those levied for local purposes, and took 
measures to repeal all the Acts under which cesses were 
levied for other purposes, including the cesses im- 
posed in 1877-78 for the purpose of prote ction against 

1878 Council of the Governor-General, February 9, 

1877 Oo-uncil of the Governor-General, December 27 
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famine. Ihe only case to which this did not apply 
was that of Bengal, where, under a consolidating Act 
of 1880, the public works cess of 1877 had been con- 
solidated with the road cess of 1871 on the understand- 
ing that half the proceeds went to the Local Govern- 
ment for public works and the other half to local bodies. 

This arrangement continued till 1913-14, when, in 
pusuance of the recommendations of the Decentraliza- 
tion Commission, the whole of the cess was made over 
to the local bodfes and the Local Government received 
a compensatory assignment from the Government of 
India equal to the amount of its share. 

263. It will thus be seen that, in the first instance, Theotw 
agricultural incomes were assessed to income-tax, and 
that when the income-tax was replaced by a license tax, 
they were assessed to a corresponding burden in the 
shape of a cess. It was the continuing existence of 
this corresponding burden that was responsible for 
their exemption in the Act of 1886. The correspond- 
ing burden has now been removed under a system under 
which there is no charge on the land except the land 
revenue and the local rate. Consequently, there is 
nothing in the history of the case to justify the conti- 
nued exemption of this class of income from the income- 
tax, and this is a circumstance which was recognised by 
more than one prominent non-official in the debate on 
the proposal made in 1918 that incomes from agricul- 
ture should be taken into account in determining the 
rate at which the income-tax was to be levied on incomes 
from other sources. 


264. The consideration of the bearing of this ques- On grounds 
tion upon the equitable distribution of the burden of twTs'L 
taxation is apt to be confused by arguments relating reason why 
to the poorest of those who derive their living from the 
land, and especially to the cultivators of uneconomic landholder 
holdings. There is no doubt that, under the system of eseSptl’^ 
fractionisation of holdings which prevails in India, the 
difficulties of the poorest cultivators are considerable, 
but this* is a question which has no concern whatever 
with the question of imposition of income-tax upon 
incomes from agriculture. The income-tax is imposed 
only on incomes in excess of Rs. 2,000.* If it is assum- 
ed that the return from land is four times the land 
revenue, then the number of persons paying land 
revenue of Rs. 500 and upwards would be a measure 
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of the number of persons likely to be liable to assess- 
ment on incomes from agriculture alone, and the 
figures of persons paying a land revenue of that 
amount in the ryotwari areas of Madras and in 
the Punjab show that the total number likely to 
be affected in these two cases would not be more than 
4,000 and 3,000, respectively. It would of course be 
necessary to add a certain number of persons deriving 
incomes from other sources, the addition of whose 
incomes from agriculture would either bring their total 
income above the exemption limit or increase their 
existing liability to the tax. The question then is 
whether, in the case of either of these classes, the exis- 
tence of the land revenue is a reason against their 
paying income-tax on their incomes derived from the 
land. In considering this question it has to be remem- 
bered, first, that in a very large number of cases the 
land revenue has been amortised, and, second, that a 
very large number of persons who derive income from 
the land neither cultivate it nor pay land revenue. 
While it is true that a desire to possess land makes that 
a very favourite form of investment, and therefore that 
a lower return is looked for from it than from some 
others, the fact remains that there is, generally speak- 
ing, a return comparable to that on other investments 
And if a man, having a sum of money to invest can 
secure a return of, say, Rs. 5,000 from a speculative 
venture, Es. 3,000 from Government paper and 
Rs. 2,500 from investing in land, there is no reason 
in theory why the first two investments should be sub- 
ject to the income-tax and the third free. 

rixe question 265. When the question of the yield likely to be 
rf the return gg^ured is examined, more serious considerations arise, 
lyotwari The question may be looked at from the point of view 
areas. temporarily-settled and permanently-settled areas 

separately. In both cases estimates have been asked 
for from Local Governments, but only four such esti- 
mates have been received, and even these are largely 
guess-work. In the case of the temporarily-settled 
provinces, one for the Punjab, based on the figures of 
holdings above referred to, amounts to 6 lakhs, but one 
for the ryotwari areas of Madras, worked out on some- 
what similar principles, amounts to only 4 lakhs. In 
sharp contrast with this is an estimate of 4 lakhs for 
a single division in Bombay. While this illustrates 
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the small amount of confidence that can be placed in 
the figures, the estimates for the first two provinces 
seem to show that, in the case of the temporarily-settled 
areas, the return from such taxation would be less than 
is commonly supposed. 

266. In the case of permanently-settled areas, 
although some of them are almost as much broken up due to the 
among small holders as the ryotwari tracts, there is on 

the whole a much larger proportion of large holders, does not go 
and therefore of large incomes. The two estimates 
received are one for Bihar and Orissa of 70 lakhs and 
one for the permanently-settled areas of Madras of 32 
laldis. A further consideration that has to be taken 
into account here, however, may be stated in the words 
of Sir Provash Chunder Mitter as Secretary to the 
British Indian Association : ‘ ' It is true that about 
ten crores of rupees is supposed to be intercepted by 
zamindars, tenure holders and subtenure holders,^ but 
the bulk of this ten crores is intercepted by a very large 
number of petty tenure holders and small co-sharer 
zamindars whose individual income is only a few 
rupees a year . ’ ’ In other words, it would be fallacious 
to base an estimate on the difference between the rental 
paid by the actual cultivator and the land revenue paid 
by the zamindar to G-overnment. 

267. A further serious consideration is that of the Tiieadmini- 
administrative arrangements that would be necessary ^ScSities in 
if it were decided to levy the tax Reference has just assessment, 
been made to the large number of intermediate holders 

in the case of permanently-settled lands. A great 
many of these are persons who are of no economic use 
to the community and from whom it is very desirable, 
if it is possible, to exact a contribution to the common 
purse, but the tracing, out of their share of the receipts 
is a task which seems to the Committee to be an almost 
impossible one. Reference has also been made to the 
fact that many income-tax payers have small incomes 
from land, and again that persons, whose incomes from 
rother sources are just below the Rs. 2,000 limit, might 
be brought over it if their incomes from land were in- 
cluded. But again it is difficult to see how these in- 

* This appears to hare been arriv-ed at from the figures in the Report 
rOf the Land Revenue Administration of Bengal for the year 1918-19, 
which shows the gross rentals as 12 85 crores of rupees and the land 
-revenue as 2'99 crores, leaving as the balance intercepted by the land- 
lords, including the tenure holdrs, 9*86 crores. 
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comes could be traced out without inquiries of a 
laborious nature. Lastly, there is the case of the larger 
landholder. Where he is purely a rent-receiver, the 
imposition of the tax would not be difficult, but the 
taxation of the income of the farmer has given rise in 
all countries to difficulties, which have been got over 
bv various devices such as assuming the income to be 
a' function of the rent. In the temporarily-settled 
provinces in India such a plan would present great 
difficulties, first, because a much smaller proportion of 
the land is rented than is usual in European countries, 
second, because of the extraordinary variations in the 
relation of the land revenue to the rental value which 
have been discussed in the chapter on Land Eevenue, 
and third, in some provinces, because of the difficulty 
of aggregating the holdings of any particular land- 
owner. This latter difficulty, with some others that 
are cognate to it, are illustrated in the following extract 
from a statement prepared for the Committee by an 
experienced Collector in Madras : — 

“ Even if the land revenue registers were a record 
of rights and our list of pattadars was in fact a list of 
owners, and even if our land revenue assessments were 
in fact what they are in theory, i.e., half the net yield 
of the land, it would be difficult to arrive at a list of 
agricultural assessees which would be sufficiently ex- 
haustive to justify in imposition of income-tax without 
laying Government justly open to the charge that they 
were imposing an inequitable tax which was a tax on 
honesty. The task would be difficult ov/ing to the 
scattered nature of the agricultural holdings of any one 
man, the ignorance in one village of the conditions of 
other villages, even those in its immediate neighbour- 
hood, the existence of capital encumbrances on land, 
the fluctuating nature— particularly in India — of the 
yield of agricultural land, and the' difficulty of ascer- 
taining accurate information in villages from people 
— more particularly those possessed of special know- 
ledge — interested sympathies are entirely with the 
assessees and against the Income-tax Department. 
The task becomes insuperable when it is realised that 
the land revenue registers are not records of rights and 
that the land revenue assessment on a field is not in 
practice what it purports to be in theory, when in fact, 
it is realised that the land revenue shown in a patta is 
no indication of the income from the land, and the 
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name shown in the patta is no indication of the earner 
of that income.’' 

The other side of the case is stated by the Income- 
tax Commissioner of the same province as follows ; — 

“It is obvious that there would be considerable 
evasion at first, but I consider that it would be no 
greater than existed in the early days of taxation of 
business, and I think that after two or three years our 
list of assessees of agricultural incomes would be as 
accurate as our list of business assessees, 

“ In regard to the ascertainment of the profits, I 
think that it would be feasible to follow onr existing 
methods, i.e., if an assessee produces satisfactory ac- 
counts proving his receipts fiom and expenditure on 
lands, he would be assessed accordingly. If such proof 
were not forthcoming, he would be assessed on the best 
information available. This would probably take the 
form of a multiple of the kist The multiple would 
vary with the class of the land, the leases prevailing in 
the village and the nature of the season in question. 

The information necessary to make such an estimate 
would be easily available from the settlement registers 
or from Land Revenue officers. On the whole, I 
believe our estimates of agricultural profits would be 
more accurate than our present estimates of business 
profits because the yield of particular kinds of land can 
be ascertained fairly accurately. It might be enacted, 
as I think it has been in England, that if a farmer does 
not produce complete accounts, the tax shall be a fixed 
proportion of his kist. If estimates made on these 
lines were faulty, the remedy would be in the hands of 
the assessee, mz.^ to produce accurate accounts. 

“ The procedure does of course depend very large- 
ly on the Land Revenue Department registers being 
approximately accurate.” 

The same officer suggests, in common with others, 
that an easy way of mitigating the difficulties that 
might arise would be to raise the limit of exemption in 
the case of agricultural incomes. The Committee can 
see no justification for this proposal, which moreover, 
would give rise to difficulties and anomalies in the case 
of mixed incomes derived both from agriculture and 
from other sources. 

268 . The Committee have already referred to the political 
political difficulty, which, though it hardly falls within 
the scope of their terms of reference, is one of so much e^emp- 
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importance that it cannot be ignored. In the case of 
the smaller holders they have received evidence in 
several provinces that the suggestions made to them for 
the levy of this tax has raised apprehensions which 
extend to numbers of persons outside the sphere of 
liability. In the case of the permanently-settled 
estates, regard must be had to the strong feeling on the 
matter which exists among the classes upon whom the 
tax would fall, and also the fact that, whatever the 
rights of the case may be, many of these people have not 
unnaturally come to consider themselves to be exempt 
from this particular impost. In this connection it is 
relevant to remark that the history of the question is sO' 
involved that it has taken the Committee themselves a 
considerable time to arrive at a clear understanding of 
the rights of the matter These are undoubtedly consi- 
derations to which weight should be given in the deter- 
mination of the question. 

269. It will be sufficient to notice briefly certain 
side issues arising out of the main question. The pro- 
posal that income from agriculture should be taken into 
account for the purpose of determining the rate at 
which the tax on the other income of the same personS" 
should be assessed was rejected during the War largely, 
as the Committee judge, on grounds arising out of the 
conditions then obtaining. In view of the history 
given above as to the imposition of an income-tax on 
agricultural incomes and the imposition and subsequent 
repeal of other substitutions, it is evident that there 
would be ample justification in theory for the proposal 
if it should prove administratively feasible and prac- 
tically worth while. 

270. The case of the tea planter or other manu- 
facturer who derives his income partly from cultivation 
and partty from manufacturing the produce so derived 
has been settled by an arbitrary rule. In view of the 
systems on which much of the land under plantation 
is held, it seems to the Committee that these assessees' 
may be deemed fortunate in securing the benefit of the' 
exemption. 

271 . The case of the money-lender who is a land- 
holder only in name has been referred to. It is easy tO’ 
exemplify cases in which such persons ought in equity 
to pay the tax, but the line of division between them 
and other cases is so fine that it does not seem adminis- 
tratively practicable to impose it. 
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CHAPTER X— TAXES ON TRANSAC'TIONS. 

272. The taxes on transactions levied at present in such taxes 
India may be divided into two classes : those governed 

by the Indian Stamp Act, as modified by recent pro- into two 
vincial legislation, and the miscellaneous taxes gener- Masses, 
ally, also of recent imposition, which fall outside the 
scope of the Act. It will perhaps be convenient to deal 
with the latter in the first instance before coming to 
the large group of taxes covered by the law relating to 
stamps. 

Taxes outside the scope of the Indian Stamp Act. 

273. Taxes on entertainments have been imposed 
in the last few years in Bengal and Bombay, and are 
contemplated in other places. The tax consists of a 
simple levy on tickets of admission to the place of 
entertainment, at the rate of approximately 25 per cent. 

The operation of the Acts is confined to centres where 
organized entertainments are common, and they are 
actually in force only in certain municipal towns. 

In Bengal the Chamber of Commerce stated that 
the tax was falling upon the proprietors of places of 
entertainment, and produced figures to show that the 
receipts for admission to the race courses had dimin- 
ished since the tax was imposed, and that theatres and 
cinemas had been reduced to financial straits; and 
recently a resolution advocating the abolition of the 
tax was passed by a large majority in the Bengal 
Legislative Council. It is difficult to say whether the 
fall in attendance has been due to the tax or to the 
general depression in business. There does not, how- 
ever, seem to be any reason to suppose that in normal 
times any large part of the tax would fall on the pro- 
prietors, and in the opinion of the Committee, the 
existing entertainment taxes should be continued, since 
they secure an appreciable contribution from a type of 
expenditure which is peculiarly suitable for taxation. 

In view of certain proposals that have been made 
for converting this tax into an item of local taxation, 
it seems desirable to add that the power to le\y the tax 
and the administration of it should be retained in the 
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hands of Local Governments, among other reasons 
because the tax involves possibilities of introducing 
class taxation. At the same time the tax only affects 
those living in the larger centres, and for this reason 
a share of the proceeds, to be determined by the Local 
Governments, should be made over to the local bodies 
concerned. In determining the share of the tax to be 
so made over, the governing consideration should be 
the extent to which the entertainments attract people 
from outside the jurisdiction of the local body. 

274. In Bengal a tax on betting has been in force 
since 1922. It takes the form of a levy at the rate of 4 
per cent on all money paid into the totalisator and a tax 
at the same rate on all money paid by licensed book- 
makers to winning backers. The two taxes yielded 
Rs. 20,76,732 in 1923-24. In Bombay, where book- 
makers are not allowed, a Bill imposing a totalisator 
tax at the same rate has recently been passed into law. 
Betting is recognised in many countries as a suitable 
object for taxation and the form of the taxes levied in 
India does not call for comment. At the same time, 
since most of the betting is done on the race courses, the 
difficulties that prevented the introduction of similar 
taxation in England are not prominent. The tax has 
a restrictive as well as a revenue aspect. The latter 
should not be allowed to stand in the way of any 
measures that may hereafter be taken to minimise the 
evils of betting. 

275. An advertisement tax is in force in several 
European countries, but has not yet been attempted in 
India. It may take the form of a tax on posters and 
other forms of displayed advertisement, or of a tax on 
newspaper advertisements, or both. The former is 
usually levied, through a stamp affixed to the poster, 
and the latter on the basis of returns of revenue from 
advertising submitted by newspapers at regular inter- 
vals. A tax on advertisements is open to the objection 
that it falls upon a function which is an essential part 
of modern trade, and one which in India is of import- 
ance, because the distances render advertising the 
cheapest method of approaching prospective customers, 
and one which so far has not been largely developed. 

Apart from this objection, a tax on advertisements 
in newspapers in India would bring in very little 
revenue. Nor does the tax on displayed advertise- 
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ments appear to have produced much revenue in the 
countries which have imposed it, and it has been 
retained partly as a means of control. In India it 
would be suitable for both purposes in some of the larger 
towns, in which also the need for revenue is specially 
great, and the Committee by a majority would recom- 
mend that municipal bodies be given discretionary 
power to levy it. 

276. The imposition of a tax on railway tickets of And of 
the higher classes has been advocated by a number of S^Sng. 
witnesses, though it has met with strong condemnation 

in other quarters. The Bombay Excise Committee 
went further and advocated a tax on all travellers by 
rail. The advantage of such taxation lies in the ease 
of collection. Its disadvantages are that it operates 
as a tax on transport, which ought to be as cheap as 
possible, that it interferes with railway finance, and 
that it is impossible to frame a tax which would dis- 
tinguish between ‘ luxury ’ travelling and travelling 
for business purposes. For these reasons the tax is not 
one which can be recommended. 

Duties under the Stamp Act. 

277. Stamp duties do not themselves constitute a stamp duties 
separate tax, but are a method of collecting taxes of 
different kinds . Almost any tax can be collected coiiectmg 
through them, and many taxes which have no sort of 
connection with one another are so collected. The 

term ‘ stamp duties ’ is, however, commonly used to 
denote, not all the taxes which are collected by means 
of stamps, but the duties on deeds and other instru- 
ments which are imposed under the stamp law. 

278. The system of levying duties on documents The econo- 
relating to transfers of property and commercial and 

other transactions is theoretically not one of the best condemn tH» 
methods of taxation, and has been criticised by many 
economists as unsound and subserving no principle. 

As regards stamp duties on transfers of property, 

Adam Smith thought that they were ‘ ‘ all more or less 
unthrifty taxes’ “ Such taxes, even when they are 
proportioned to the value of the property transferred, 
are still unequal; the frequency of transference not 
being always equal in property of equal value; when 
they are not so proportioned, they are still more un- 
equal”. ^ He thought that taxes* on the sale of la nd 

* Wealth of Nations, Vol. II, page 458. 
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always fell upon the seller, who was obliged to sell it 
for reasons of convenience or necessity and that they 
were therefore ‘ cruel and oppressive.’ Bentham was 
of opinion that sales of property were commonly 
brought about by want, and that “ in intervening at 
this distressful season, the exchequer bases an extra- 
ordinary tax upon personal misfortune”.* Mill also 
supported the objection that the tax almost always fell 
‘‘ on a necessitous person in the crisis of his necessi- 
ties”!, and further condemned all taxes which threw 
obstacles in the way of the sale of land or other instru- 
ments of production as tending to prevent the property 
passing into the hands of those that could make the best 
use of it and “ assuming those modes of aggregation 
and division which were most conducive to its pro- 
ductiveness.” Taxes on commercial instruments are, 
so far as they go, a check on development, while taxes 
on insurances have been described as a direct dis- 
couragement to prudence and forethought. Hobson in 
his “ Taxation in the New State ” regards stamp 
duties generally as a restraint on trade or other forms 
of presumable personal and social utility.:]; 


Butmuoixuse 279. In spite of the fact that stamp duties have 
Sd^Sitby treated as anomalous taxation, they are popular 
practical with practical financiers for various reasons ; (1) they 
financiers. force of loug custoiu ; (2) they are very con- 

venient to collect and to supervise, and to a " great 
extent they collect themselves ; they are easy of opera- 
tion ; (3) their burden is not felt at the time of payment 
because they are generally collected in the process of 
the circulation or distribution of property; (4) they 
ahord facilities for proportioning taxation to value ; by 
grading the prices of the necessary stamps the tax on 
any act or transfer can be adjusted to the amount dlealt 
with. Stamp duties are therefore in general use in 
many countries. 

In India 280. In India stamp duties have for more than half 

SfiaLe has ^ century contributed a very considerable proportion of 
been placed the revenue On the 11th December 1868 Mr. Cocke- 
upon it. while stating that the scale which he then proposed 

to introduce had been framed as nearly as possible on 
the model of the English system, added : “ The Indian 


Theory of Legislation, Principles of the Civil Code, Chapter XV. 
t Principles of Economics, Book V, Chapter V. 
t Page 125. 
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rates are doubtless much higher than the rates prevail- 
ing in England, but then it must be recollected that the 
mass of transactions in this country involve much 
smaller amounts than general transactions in England 
and that the reduction of the Indian to the standard 
of English rates might result in a very serious sacrifice 
of revenue, which the State could not afford to bear.’’* 
Forty-two years later, Lord Meston said in the Im- 
perial Legislative Council: “ The stamp duties were 
certainly higher in India than in England and all that 
we have done was to try and bring the rates into har- 
mony with the general scale. ”t At the present time 
the percentage borne by the duties received from non- 
Judicial stamps to the total tax revenue of the country 
is 9-4 as against 4-2, the corresponding percentage in 
the United Kingdom. 

281. One important limit to their levy lies in the 
fact that beyond a certain stage their productiveness 
begins to diminish. An excessive enhancement of the 
rates may impede transfers of property and cause a 
diminution of business generally, or it may lead to an 
evasion of the duties or a neglect of the requisite 
formalities of stamping. For instance, if the stamp 
duty on a receipt is too high, the payer relies on the 
credit of the payee. If the stamp duty on cheques is 
increased, people resort to other methods of transmitt- 
ing money. Excessive stamp duties thus not only 
retard business, but defeat their object by tempting 
persons who have to pay them to resort to evasion, both 
legal and illegal. 

282. The principal guides to the rates of stamp 
duty therefore are — 

(1) The point at which the value of the conveni- 

ence or utility attaching to the use of a 
particular kind of document or to the resort 
to a particular kind of transaction ap- 
proaches the amount of the stamp duty 
involved. 

(2) The point of diminishing returns, or, in other 

words, what the traffic will bear. 

(3) The point at which hardship on any class of 

the community is involved. 

* Proceedings of the Council of the G-overnor-General, 1868, page 6, 
t Proceedings of the Council of the Goyernor-Generab published in 
Part VI of the Gazette of India, dated 19th March 1910, page 161. 
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283. The Indian Stamp Law is to a large extent 
modelled, so far as rates of duty are concerned, on the 
British Stamp Act of 1891, On the whole it fulfils its 
purpose satisfactorily, and the Committee do not pro- 
pose to recommend any drastic changes. 

As in England, the rates are in some cases ad 
valorem and in others fixed. Broadly, the bulk of the 
documents to which the ad valorem rates apply may be 
classed under three main heads — 

{a) ConTeyances and other transfers of property. 

(&) Bonds, mortgages, debentures and allied docu- 
ments. 

(g) Bills of exchange and promissory notes (pay- 
able otherwise than on demand). 

284. Conveyances and gifts of property are, under 
the Imperial Act, chargeable with a duty of 1 per cent 
on the amount of the consideration or the value of the 
property. Bonds are liable to *5 per cent on the 
amount secured and bills of exchange to -09 per cent on 
the amount of the bill.* 

The corresponding rates in England and the United 
States of America are — 



England. 

United 

States. 


PEE. 

PEE 


CENT. 

CENT. 

Transfers 

1-0 

•10 

Bonds 

. -125 

•05 

Bills of exchange 

•05 

•02 


The duty on bills in India is, therefore, nearly 
double that in England and nearly 5 times that in the 
United States, and that on bonds 4 times that in Eng- 
land and no less than 10 times that in the United 
States. Moreover, the disparity in the case of bonds 
has been accentuated by the fact that in some cases 
provincial legislatures have increased the rates of duty 
by 25 to 50 per cent. 

The high rate of duty on bonds in India is believed 
to have the effect of encouraging the use of promis.sory 
notes, even in cases where bonds would be more appro- 

- * Throughout this chapter, wherever Indian rates of duty are 
mentioned, those quoted are the ratee contained in the Indian Stamp 
Act, 1899, before amendment by the provincial legislatures. 
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priate instruments for carrying out the transactions. 

It is desirable that the duty on documents of indebted- 
ness, such as bonds and mortgage deeds, be reduced as 
soon as circumstances permit. 

285. A distinction is made in the Indian Stamp Thedistmc- 
Act between a mortgage deed where possession is given 

or agreed to be given and a mortgage deed where possession is 
possession is not given or agreed to be given. A similar ^ 0 ®“ 
distinction exists in the case of an instrument of fur- which it is 
ther charge. The Committee see no sufficient reason 
for this distinction and they recommend that in all 
these cases the lower rate of duty should apply whether 
possession is given or not. 

286. Reconveyances of mortgaged property pay Reconvey- 
duty at the rate of 1 per cent on the consideration, 
subject to a maximum of Rs. 10. In England, the rate 

of duty chargeable upon a reconveyance is only sixpence 
for every £100, and, in effect, a reconveyance of mort- 
gaged property is a mere incident of the discharge of 
the mortgage debt. The rate charged on such recon- 
veyances in India should, in the opinion of the Corny 
mittee, be reduced and the maximum removed ; a suit- 
able rate would be 2 annas per Rs. 100 of the mortgage 
debt. 

287. Deeds of cancellation at present pay a fixed Deeds of 
duty of Rs. 5. It seems desirable to fix in respect of 

them the same duty as is payable on the instrument 
sought to be cancelled, subject to a maximum of Rs. 5. 

288. Under article 62 of the schedule, a deed trans- Transfers of 
ferring an interest secured by a bond, mortgage deed 

or policy of insurance is required to pay the duty 
chargeable on the bond, mortgage deed or policy of 
insurance subject to a maximum of Rs. 5, even though 
the rights transferred may be of less value than those 
originally secured. Again, if the interest secured by 
more than one instrument is transferred by means of a 
single instrument, the transfer deed is required to bear 
a stamp of a value equal to the sum of the duties with 
which such instruments are chargeable and not of a 
value equal to the duty on the aggregate amount 
secured. Provision for reduction appears to be desir- 
able in both these cases. 

289. At present all deeds of adoption pay the same Deeds of 
fixed duty of Rs. 10 irrespective of the value of the 
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property to which the adoption may give a right. 
Where the property involved is of a value not exceed- 
ing Rs, 2,000, this duty might be reduced to Rs. 5. 
Again deeds of authority to adopt pay the same duty as 
deeds of adoption, though an authority to adopt may 
never be followed by an actual adoption. In this case 
also, the duty might be reduced. 

Dr. Paranjpye is not a party to the first of these 
recommendations. On the other hand, he regards 
transactions by way of adoption as not being taxed 
sufficiently. In his opinion an adoption among 
Hindus, though it has a religious bearing, is almost in- 
variably an act creating new rights to property. Thus, 
in a Mitakshara family the adopted son gets an imme- 
diately exercisable right to half the ancestral property 
of his adoptive father. The act is therefore of the 
nature of a conveyance and should be taxed at a rate 
similar to, but somewhat lower than, the latter. From 
the point of view of theory, an adopted son comes by a 
windfall either actually or potentially and the tran- 
saction is therefore a fit subject for taxation. 

wSch^an Committee have indicated certain instru- 

increase”tnay meuts Oil wliioh the duty might with advantage be 
reduced. They now proceed to deal with cases in 
^ which a higher duty maj" appropriately be charged. 

Settioments. A Settlement is liable to a duty of one-half per cent 
on the value of the property settled. A gift is liable 
to one per cent on the value of the property transfer- 
red. The distinction between the two is small, and in 
many cases, having regard to the definition of a settle- 
ment in the Indian Stamp Act, it would not be diffi- 
cult to draft a deed of gift in a form which would 
render it liable to the duty on a settlement. More- 
over, should a death duty be imposed in India or the 
present probate duty be extended, a settlement as de- 
fined would be as effective a method of defeating the 
claims of the revenue as a gift. Taking everything 
into consideration, there seems to be no reason why 
the duty on a settlement should not be the same as the 
duty on a gift, namely, one per cent. 

Eeieases. 291. The duty on a release is the same as that on 

a bond, subject to a maximum of Rs. 5. This is ap- 
propriate to the case intended by the Act, as where a 
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henamidar executes a document disclaiming any in- 
terest in property standing in his name. But "there 
are other cases in which documents which fall within 
the definition of a release really operate to convey pro- 
perty by wa}^ of gift or sale. In such cases, the duty 
at the bond rate, subject to a maximum of Bs. 5, seems 
inappropriate, and it would be more appropriate to 
make them chargeable at the conveyance rate of one 
.per cent of the value of the property conveyed. 

292. Proviso (2) (&) to article 45 enacts that, in the The 
case of deeds of partition where land is held on re- land^Mei^ 
venue settlement for a period not exceeding thirty dee<^ of 
years and paying the full assessment, the value for 
purpose of duty shall be calculated at not more than 

five times the annual revenue. In documents relating 
to conveyances on sale or gifts, lands are valued ac- 
cording to the consideration for the sale or the value 
of the property given and not according to a multiple 
of the assessment. As the parties to a partition deed 
contract with each other on the basis of the actual 
value of the properties divided, and not according to 
a multiple of the assessment, the Committee would 
recommend that the proviso should be repealed. 

293. The duty payable on an instrument of part- instruments 
nership is Bs. 2-^ v\^here the capital of the partnership 

does not exceed Bs. 500, and Bs. 10 in any other case. 

If the suggestion made below for the levy of a 
duty on the nominal capital of limited companies is 
adopted, these rates might be abolished and an ad 
valorem scale applied to the capital of the partner- 
ship; an appropriate rate would be 4 annas per Bs. 

100. 

294. In India, on the registration of limited com- Articles of 
panics, fixed duties of Bs. 25 and Bs. 15 are charged 

on the Articles of Association and Memoranda of 
Association, respectively. But no duty is charged in 
respect of the amount of the capital (nominal or 
actual) of the company. In England also, these docu- 
ments pay a fixed duty of 10s; but in addition, under 
section 112 of the Stamp Act, 1891, as amended by 
section .7 of the Einance Act of 1899 and section 
39 of the Finance Act of 1920, there is levied a 
stamp duty on the nominal share capital of a company 
with limited liability at the rate of one per cent at the 
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time of registration, and a like duty on any increase 
of capital of such a company, and the filing of a state- 
ment of such initial capital or of any subsequent in- 
crease is compulsory. In view of the benefits which 
accrue to a company registered with limited liability 
the Committee consider that the nominal share capital 
of such companies is an appropriate subject for the 
levy of an ad valorem, duty. A suitable rate would be 
8 annas per Rs. 100, and in the event of this sugges- 
tion being adopted, the fixed duties on Articles and 
Memoranda of Association might be reduced to 
Rs. 10. 

295. It is now proposed to examine certain aspects 
of the stamp duties of a more general character. 

296. In charging duties on ad valorem scales, it is 
usual, in order to avoid the trouble and inconvenience 
of providing separate stamps for every amount, to 
separate the points at which the duty increases by 
intervals more or less wide. It is, however, desirable 
that in ordinary cases the intervals of ascent should 
not be too wide ; otherwise there is a danger that tran* 
sactions may be split up and effected by more than one. 
document. Rurther, a charge which is suitable for. 
tlie highest point in a stage may be too heavy for the 
lowest point. For these reasons it is desirable that, 
in the case both of conveyances and of bonds, where 
the amount involved exceeds Rs. 1,000 and does not 
exceed Rs. 5,000, the intervals in the scale should be 
Rs. 200 only and not Rs. 500. 

297. Under the existing law, the duty payable if a 
document is attested is in some cases different from 
that payable if it is unattested. For instance, section 
2 (5) of the Act defines a bond as including, inter alia, 
any instrument attested by a witness and not payable 
to order or bearer, whereby a person obliges himself to 
pay money to another. Again, article 6 of schedule I 
exempts an instrument of pawn or pledge of goods, if 
unattested, from the duty chargeable on an agreement 
relating to a pawn or pledge. Similarly, by a notifi- 
cation of the Government of India, Finance Depart- 
ment (Separate Revenue — Stamps), dated the 14th 
February 1918, No. 387-F, the Governor General in 
Council has' remitted the duty chargeable under article 
40 of schedule 1 on an unattested instrument evidenc- 
ing an agreement relating to hypothecation of mov- 



able property. Again article 17 of schedule 1 pres- 
cribes the stamp duty on an instrument of cancella- 
tion, if attested and not otherwise provided for. The 
purpose of attestation is to furnish evidence of execu- 
tion, and its presence or absence does not alter the 
character of an instrument. There seems, therefore, 
to be no reason why there should be a distinction made 
for the purpose of stamp duty according as an instru- 
ment does or does not bear on its face evidence of its 
having been executed. Further, questions have arisen 
as to what is meant by attestation. Where the actual 
writer of a document signed it, the Madras High Court 
held that it had been attested, while the High Courts 
of Bombay, Calcutta and Allahabad have held in simi- 
lar cases that the document had not been attested. The 
Committee recommend that documents which are now 
exempt or liable to a lower duty, if unattested, should 
be placed on the same footing as similar documents 
which are attested. 

298. An exception might be made and exemption 
granted in the case of pawns and hypothecations of 
movable property for small amounts, whether attested 
or not. 

299. It is highly desirable that, where possible, the 
duty payable upon an instrument should depend upon 
facts which will normally appear in the instrument 
itself, in order that it may be evident from a perusal of 
the document whether it is primd facie properly 
stamped or not. The duty should, however, depend 
upon the actual facts and not upon the facts stated in 
the document, if such facts are incorrect. In articles 
45 and 62, which relate to partition deeds and trans- 
fers of shares, respectively, the expression ‘ value of 
the share ’ is used without the words ' as set forth in 
the instrument Other articles of the schedule, how- 
ever, e.g., conveyance (23), exchange (31), reconveyance 
of mortgaged property (54), release (55), settlement 
(58) and trust (64), require payment of the stamp duty 
at rates calculated on amounts or values ‘ as set forth 
in the instrument ’ . The result of this latter provi- 
sion is that an instrument in which an insufficient con- 
sideration or an insufficient value has been inserted is 
nevertheless duly stamped, if stamped by reference to 
■'the consideration or value so inserted. It is true that 
rsection 27 requires the consideration, if any, and all 
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other facts and circumstances affecting the chargeabi- 
lity of the instrument or the amount of the duties 
chargeable, to be fully and truly set forth in the instru- 
ment, and that section 64 imposes a heavy penalty in 
cases of failure to do so. But where these provisions 
have been infringed, a document is nevertheless duly 
stamped, if stamped by reference to an insufficient 
value or consideration inserted in the instrument. 
The Committee would recommend that the words ‘ as 
set forth in the instrument ’ should be omitted in the 
Indian Stamp Act wherever they occur. It may be 
objected that, in the absence of such words, the subor- 
dinate officers of Government before whom instruments 
may be produced, would embark on vexatious enquiries 
as to the correctness of the value or consideration 
recited. But such objection can be met by expressly 
providing that the consideration recited in the instru- 
ment shall be presumed to be correct until evidence to 
the contrary is forthcoming. 

300. The Civil Justice Committee have recom- 
mended that several classes of documents which are 
not at present necessarily reduced to writing should 
hereafter be required to be so reduced,’^ and a member 
of the Committee who gave evidence added the sugges- 
tion that a distinction should be made between docu- 
ments which are now required to be reduced to writing 
and documents which may hereafter be required to be 
reduced to_ writing. While the Committee agree that 
an expansion of the yield of stamp duty entailed by 
considerable extension of the classes of documents 
which are required to be reduced to writing would 
justify and facilitate a general reduction of rates, they 
are not prepared to recommend specific reductions in 
favour of particular documents that may be affected by 
legislation undertaken as the outcome of the report of 
the Civil Justice Committee. In their opinion, these 
documents should be dealt with on the same principles 
as are applied to other documents of a similar nature. 

301 . It is now proposed to draw attention to certain 
minor points arising out of the schedule to the Act in 
regard to which it is desirable that legislation should 
be undertaken when a suitable opportunity arises. 

{a) In the case of various instruments, in order ta 
enable the parti es concerned to distinguish between 

* Civil J ustice Committee’s Report, pages 457 and 459, 
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documents which are generally similar, but have parti- 
cular distinguishing characteristics, illustrations 
should be added to the definitions in which these 
characteristics should be brought out. Examples of the 
documents in question are — (1) a bond, agreement and 
a promissory note; (2) a receipt and an acknowledg- 
ment ; (3) a release, a discharge and a reconveyance of 
mortgaged property. 

(b) The conflict of decisions as to the cases to 
which article 15 of schedule I of the Stamp Act and 
article 6 of schedule II of the Court-fees Act respec- 
tively apply, should be set at rest. 

(c) A deed of partition should be so defined as to 
include a list of shares drawn up at a division of pro- 
perty among co-owners and signed by the parties. 

Stock and Produce Transactions. 

302. The purchase and sale of stocks and shares and stock 
other marketable securities are usually effected through 

a broker on the stock exchange, and where this is the the doc^ents 
case, two documents ordinarily come into being — involve 

(1) a contract note, which is defined as a note or 

memorandum sent by a broker or agent 
intimating the purchase or sale on ac- 
count of a principal of stock or market- 
able security, and 

(2) a conveyance or transfer of the stock or 

marketable security. 

303. The first of these documents is chargeable The contract 
under article 43 of the first schedule of the Indian 

Stamp Act with a duty of one anna for every Ps. 10,000 
or part thereof of the value of the stock or secur- 
ity, and the second is chargeable under article 62 of 
the schedule with one-half the duty on a conveyance 
for a consideration equal to the value of the share or 
the face value of the marketable security as the case 
may be. 

Duties of a similar nature are chargeable in Eng- 
land both on contract notes and on transfers, but as 
regards contract notes there are two important differ- 
ences in the law of the two countries. 

In England the term ‘ contract note ’ includes a 
note sent by any person who by way of business deals, 
or holds himself out as dealing, as a principal in any 
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Stock or marketable securities, a,dvising tlie principal 
or the vendor or purchaser, as the case may be, of the 
sale or purchase of any stock or marketable security. 
Secondly, the issue of a contract note is made compul- 
sory and failure to issue such a note is punishable with 
a fine of £20, coupled with a disability to recover 
brokerage. 

In India a note sent by a principal to a ])rincipa] 
does not fall within article 43 ; and the issue of a con- 
tract note is not compulsory. 

It is understood that in the stock exchanges in India 
no distinction exists between a broker and a dealer or 
jobber such as exists in England, and that a so-called 
broker in India on receiving an order from a client may 
and frequently does buy or sell the stock on his own 
account. He in fact acts as a principal, and the note 
sent by him to his client does not fall within the charge 
of duty. This, combined with the fact that the issue 
of a contract note is not compulsory, must lead to a 
considerable amount of evasion, and it would be desi- 
rable in these two respects to assimilate the Indian law 
to the English. 

304. Turning now to the question of the later docu- 
ment by which the stock or marketable security is 
actually transferred, it is to be observed that the duty 
is very largely evaded by the system of transferring 
stocks and marketable securities by blank transfer 
deeds, i.e., by transfer deeds in which the name of the 
transferee is left blank and is only inserted and the 
execution of the deed completed when, after a number, 
and possibly a large number, of subsequent sales it falls 
into the hands of a transferee who desires to have the 
stock actually registered in his name. So common is 
this practice that, in the words of the Bombay Stock 
Exchange Enquiry Committee, ‘ ‘ shares with blank 
transfers are hawked for sale round the bazaar 
The question of putting a stop to it has been many times 
considered without a satisfactory method being dis- 
covered, and in fact Act VI of 1910 witnessed the adop- 
tion of a counsel of despair inasmuch as the duty on 
transfers was raised in order partly to compensate for 
the loss of duty entailed by the practice of using blank 
transfers. In England there do occur intermediate 

12 * Bombay Stock Exchange Enquiry Committee, page 
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transactions which do not result in an actual transfer 
of shares, but, subject to certain exceptions, they can- 
not be continued for more than a brief period owing to 
the practice of periodical settlements at which trans- 
fers must be effected, and under the rules of the Stock 
Exchange a blank transfer is bad delivery. 

305. The obstacles to reform in India may be said 
to be three : in the first place, the organization of the 
Stock Exchanges, especially that of Bombay, and parti- 
cularly the facts that settlements do not necessarily re- 
sult in the delivery of transfers, nor is a blank trans- 
fer bad delivery ; in the second place, the reluctance of 
the Government to impose regulations upon the mem- 
bers of a voluntary association which would not be 
applicable to persons operating outside ; and in the third 
place, the fact that the only general means of action so 
far suggested, namely, the making of blank transfers 
void, would be more drastic than the situation warrants 
and apt to injure the innocent purchaser. In these 
circumstances, the only true path to reform appears to 
lie in co-operation with the authorities of the Stock 
Exchanges. The Securities Contracts Control Bill re- 
cently accepted by the Bombay Legislative Council 
enables a recognised stock exchange, subject to the 
sanction of the Local Government, to make rules pro- 
viding inter alia for the making, settling and closing 
of bargains and the regulation of all dealings by mem- 
bers for their own account. If this is followed by a 
charter, it may be possible for the Government to obtain 
the assistance of the Stock Exchange authorities in the 
collection of the Government revenue. This assistance 
would include in the first place the framing of a rule 
that a blank transfer is bad delivery. In addition to 
that, some such machinery as the following in relation 
to the collection of duties might be instituted. 

It might be provided that the contract note should 
be in a prescribed form printed by the Government in 
foil and counterfoil with a minimum stamp embossed 
thereon and a space left for the addition of further 
adhesive stamps, which should be of a special nature. 
Arrangements might be made, where they do not 
already exist, for the sale on the Stock Exchange pre- 
mises of forms of contract notes and transfer deeds and 
Stock Exchange stamps and for the embossing of 
stamps on transfers. It might be provided that there 
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should be filed with the Secretary of the Exchange a 
copy of each of the contract notes. These notes should 
be sorted according to the securities to which they re- 
lated and cleared periodically after settlements or on 
the expiry of a fixed period by a production of a trans- 
fer deed. If and when these arrangements are carried 
out, the question of reducing the duty on transfers 
should be taken up. 

Pending 306. In the absence of any such arrangement with 

awangfme^ts authorities of the Stock Exchanges, the most pro- 
the mising method of levying a toll on stock exchange trans- 

noteTmiy be ^ctious seeuis to be through the medium of the contract 
increased. notes. To this end, it is recommended that contract 
notes should be made compulsory and that the duty 
thereon, which is now at the rate of one anna for every 
Rs. 10,000, subject to a maximum of Rs. 10, should be 
raised to 4 annas for every Rs. 10,000, subject to a 
maximum of Rs. 40. 

307. A further difficulty that has been raised is as 
-deposited as regards deposits of shares as security for loans. In 
security. India, the common way of giving such security is by 
depositing shares or marketable securities accompanied 
by an agreement such as is contemplated by section 
23-A of the Indian Stamp Act, 1899. There is reason 
to believe that this course is pursued owing to the heavy 
duty which would be exigible if an actual transfer of 
the securities were executed. The duty on such a 
transfer would be that payable under article 62 of 
schedule I of the Stamp Act.’ In England, the duty on 
such a transfer is a fixed duty of 10 shillings, and it 
would be advantageous if in India also the duty were 
made subject to a maximum of Rs. 10. 

The produce 308. The case of the produce exchanges is in some 
respects analogous to that of the Stock Exchanges in 
the matter both of the nature of the transactions and 
the^ documents that pass and of the necessity for regu- 
lation for reasons other than those of revenue. In 
these exchanges business is conducted in the purchase 
and sale of produce, both for present and for future 
delivery. As a rule no contract note passes, the terms 
of the contract being entered in the books of the dea- 
lers; delivery is effected by means of a delivery order 
which is liable to a duty of one anna under article 28. 
In addition to the legitimate business there is a larp'e 
.amount of gambling in futures, for the taxation of 
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which sundry proposals have been made, including one 
by the Bombay Excise Committee. The only action 
which it has so far been found possible to take has been 
the enactment of the Bombay Cotton Contracts Act of 
1922, under which a charter has been given to the East 
India Cotton Association. In Calcutta a private 
member of the Legislative Council has recently intro- 
duced a Bill providing for action on similar lines to 
distinguish between legitimate and gambling business 
in produce in that city. 

809. The Committee have examined the proposals 
made for the taxation of futures, and it seems to them 
that it would be not only practically impossible, but on 
other grounds undesirable, to recognise these gambl- 
ing transactions and to attempt to secure a revenue 
from them. The better solution appears to be to con- 
tinue action on the lines already initiated for repres- 
sing gambling transactions and giving statutory recog- 
nition to associations which undertake the control of 
the legitimate business. If and when action on these 
lines has been taken, the question of requiring the issue 
of a contract note for each transaction and imposing 
a moderate stamp duty thereon might be considered. 

Penalties. 

310. In India, subject to certain exceptions which 
will be referred to later, an unstamped tsi' insufficiently 
stamped instrument may be validated on payment of 
the duty or the deficient duty, as the case may be, and 
a penalty of Rs. 5, or ten times the duty or deficient 
duty, whichever is greater. 

In England the corresponding penalty is £10, and, 
where the unpaid duty exceeds £10, an additional 
penalty of interest at the rate of 5 per cent on such duty 
from the day upon which the instrument was first exe- 
cuted up to the time when the amount of interest is 
equal to the unpaid duty. 

In both countries a discretion is given to the Re- 
venue authorities to remit the whole or any part of the 
maximum penalty exigible. 

In India every person having, by law or consent of 
parties, authority to receive evidence, and every per- 
son in charge of a public office, except an officer of 
police is bound to impound any instrument not duly 
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stamped which comes before him in the performance of 
his fiiDCtions. The amount of the unpaid duty and 
the penalty then becomes a debt which may be recover- 
ed in the same way as arrears of land revenue. In 
England there is no such provision. 

Both in India and England it is provided that an 
instrument shall not be admitted in evidence or acted 
on unless it is duly stamped, or unless the deficient 
duty, together with the maximum penalty, is paid into 
court. 

It seems to the Committee that, in view of the wide 
powers of impounding with which the courts and pub- 
lic officers in India are invested, the penalties in India 
are unduly severe, and in certain cases tend to defeat 
their own ends. Where an unstamped document liable 
to a very high duty is tendered in evidence, the penalty 
may amount to a prohibitive sum and may entail the 
abandonment of the suit. The power vested in the 
Revenue authorities of remitting the whole or any part 
of the penalty has been mentioned, but it may well be 
that the person tendering the document is quite unable 
to raise the sum required; and in any case he cannot 
know at the time what portion, if any, will be ulti- 
mately refunded. 

Another effect of this drastic penalty is that courts 
are apt to be unduly lenient in admitting as evidence 
unstamped or insufficiently stamped documents, and in 
many cases documents falling under one head of 
charge are without sufficient scrutiny treated as falling 
under a different head involving a lower duty. 

The Committee recommend that for the existing 
maximum penalty there should be substituted a penal- 
ty of twice the deficient duty 'plus Rs. 5. They also 
recommend that the limitation to one year of the period 
within which a document can be voluntarily produced 
to the Collector for rectification of the stamp duty 
under section 41 of the Stamp Act be removed. 

311. A disability of a different nature attaches to 
(a) bills of exchange and promissory notes and (&) ins- 
truments (other than bills of exchange, promissory 
notes and receipts) chargeable with a duty of only one’ 
anna or half an anna. In the case of these documents 
the Act contains, in lieu of the provision for valida- 
tion on payment of a penalty, one to the effect that. 
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none of them can be admitted in evidence if they are 
not duly stamped. The justification for so drastic a 
measure is that otherwise the duty would be exten- 
sively evaded. Tt is possible that a measure of this 
nature is necessary in the case of hills of exchange and 
promissory notes, but it does not appear to the Com- 
mittee that, in the case of other documents liable to so 
small a duty as one anna or half an anna, there is justi- 
fication for so heavy a penalty. So far as bills of ex- 
change and promissory notes are concerned, the Com- 
mittee do not recommend any change in the law, but 
they think that the provision should cease to apply 
to the other documents at present covered by it. 

312. A matter which has been prominently brought 

to the notice of the Committee is the difficulty arising ciaiisation of 
out of the provincialisation of the revenue from stamp duties!"^^ 
duties. The authors of the Eeport on Indian Consti- 
tutional Reforms recommended that the revenue from 
•stamp duties should be discriminated under ‘ General ’ 
and ' J udicial ’ and that the former should be made a 
central subject and the latter a provincial subject. 

The Functions Committee approved of this distribu- 
tion It was the Committee on Financial Relations 
that altered the scheme. Their reason for doing so 
was that they found no other means of securing a com- 
plete separation of the sources of revenue between the 
Provincial and the Central Governments which would 
give an adequate revenue to certain provinces. Ac- 
cordingly, under the Devolution Rules, non- judicial 
stamps were made a provincial subject, subject to legis- 
lation by the Indian legislature. 

313. As a consequence of this arrangement several ProTinoiai 
Provincial Governments after the War applied for the ofduUes'T'*''*® 
sanction of the Governor General to the introduction of 
legislation for the enhancement of stamp duties. The 
Governor General reserved certain items for central 
legislation and allowed a free hand to the local legis- 
latures to deal with the rest. Thereupon, several pro- 
vincial legislatures increased the duty on all, or almost 

all, the items of the schedule which had not been re- 
served for central legislation, and in most cases the in- 
creases took the shape of a percentage increase of the 
existing rates without any detailed consideration of 
the burden they imposed upon particular classes of 
■transactions. 
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314. The existence of different rates in different 
provinces causes inconvenience in cases where an ins- 
trument stamped in a province in which the stamp duty 
has not been increased is sought to be exhibited in ano- 
ther province where it has been increased, and in cases 
where the same instrument covers properties situated 
in different provinces or matters or things done or to 
be done in different provinces. Apart from this incon- 
venience, several provinces also appear to lose a sub- 
stantial portion of their legitimate revenue under this 
head as a result of its provincialisation. One instance 
of this loss of revenue arises from the stamping at 
certain centres only of cheques used all over India. In 
the same way the stamp duty on transfers of shares in 
companies operating in other provinces, goes to the 
province which has the stock exchange at which the 
transfers take place. Again, under the existing sys- 
tem, there is no guarantee that stamps used in a pro- 
vince are actually purchased in that province, while 
many transaction's on account of property in one pro- 
vince may be effected in another. 

315. The problem of securing for one province a 
share of the stamp revenue paid in another in cases 
where transactions relating to the former are carried 
out in the latter, has actuaaly arisen for solution 
between the Local Governments of Assam and Bengal. 
Several species of documents relating to property or 
transactions in Assam are executed in Bengal with the 
result that Assam loses a part of its stamp revenue to 
Bengal. On the basis of calculation made for an ex- 
perimetal period, the amount of this loss was estimated 
at Bs. 45,000 per annum, which the Bengal Govern- 
ment, after negotiation, agreed to pay as a matter of 
grace. The Assam Government requested that the 
assignment should be given retrospective effect from 
the 1st April 1921, and though the demand was an 
equitable one on its merits, the Bengal Government re- 
fused to comply with it, and in doing so, were strictly 
within their rights under the terms of the Devolution 
Rules. A somewhat similar difficulty has arisen in 
the matter of the division of the unified postage and re- 
venue stamps between the Government of India and 
the provinces. This has been settled for the time being 
by the adoption of a formula, but it must be obvious 
that any such arrangement must of necessity be arbi- 



249 


trary and liable from time to time to prove a contimi- 
ing source of trouble. 

316. Thus, while the enactment of central legisla- a return to 
tion governing the duties leviable upon a considerable JSiSSefif 
category of important documents in itself forms a tacit practicable 
admission of the desirability of uniformity, the actual 
experience of the five years’ working in the provinces 

since the introduction of the Reforms tends to empha- 
sise this necessity. Nor is there any prospect of mat- 
ters improving in this respect as time goes on. On the 
other hand, the fact that proposals have been made in 
more than one quarter for the introduction of special 
provincial stamps indicates the danger that exists of 
further difficulties arising out of decentralisation. 

The only argument in favour of it is the financial argu- 
ment which has already been referred to. This is a 
matter which will be considered further in the chapter 
relating to the Division of the Proceeds. But it may 
be stated here that, if any other solution of that ques- 
tion can be found, it is abundantly evident, from the 
point of view of the administration of the stamp law, 
that all the advantage lies in favour of uniform legis- 
lation and unified rates. 

317. It remains to make a suggestion regarding the Maintenance 
maintenance of a record of revenue derived from rfvenu?’^^°^ 
different classes of transactions for the purpose of deriyed 
enabling the authorities responsible to estimate from 

time to time the effects of the duties imposed. In the transactions, 
annual reports of the Commissioners of Inland 
Revenue in England, there are tables in which the re- 
ceipts from stamps are classified in accordance with the 
transactions to which they relate, and it is accordingly 
possible to detect marked fluctuations in the revenue 
derived from different classes of transactions, and to 
trace them to their causes. The reports issued in 
India give no such information. The reason for this 
distinction arises largely out of the difference in the 
method of stamping. In England, the procedure most 
commonly adopted is that of impressing a stamp, and 
the stamp is not impressed until the marking officer has 
determined the amount due. The record of this officer 
forms the basis of the return which has been referred to. 

In India the stamps most commonly used are those sold 
by stamp vendors. Though in some provinces a record 
appears to be kept of the nature of the transactions for 
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whicli the stamps are sold^ these records are not com- 
piled, with the result that no information is available 
as to the -revenue derived from different classes of tran- 
sactions. It seems to be doubtful whether, with the 
ag-eiicy at present employed, it would be possible to 
secure a reliable record in all cases. But inasmuch as 
the fixing of the appropriate rates of stamp duty is 
largely a matter of trial and error, it seems to the Com- 
mittee to be very impoi’tant that the most reliable re- 
cord possible should be kept of the result of the trials 
made. They would therefore recommend that enquir- 
ies be made as to the possibility of securing a record of 
the purposes for which stamp papers are sold and of 
compiling it somewhat on the lines of the returns adopt- 
ed in England. 
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CHAPTER XI.— FEES. 

318. Fees "are distinguished from taxes by the Thedistino- 
fact that, with fees, the ruling principle is special pay- 
ment for special service, of special reckoning in each taxes, 
case between the treasury and the contributors ; while, 
with taxes, the ruling principle is general contribu- 
tions for general services, that is, general contributions 
for the expense of maintaining order and promoting 
the welfare and culture of the people. If the duty to 
pay taxes follows from the fact of membership in the 
State, the duty of paying fees arises only as a result 
of making a special demand upon public institutions. 

Of course in practice taxes and fees easily pass over 
into one another As a consequence there are 
charges of many varieties that are classed under the 
general title of fees. At the one extreme there may 
be cases in which the public purpose is all-important, 
as when it is found necessary to prescribe that persons 
who wish to deal in explosives must pay fees for licenses 
permitting them to do so. At the other end the ele- 
ment of taxation may prevail, as when a license for the 
sale of liquor is sold by auction and the fee represents 
the auction value of a monopoly. Between these extre- 
mes it is difficult to distinguish the circumstances under 
which an element of taxation arises in connection with 
fees. Generally speaking, it may be said that, where 
fees are charged for a service and do not exceed the 
cost of that service, the fees do not, for practical pur- 
poses, constitute taxation. The next stage is reached 
when the fees exceed the sum which it costs the Govern- 
ment to give the service, with a small margin for unex- 
pected expenses. In such cases, there is an element of 
taxation unless the service is one which can be used or 
not at the option of the payer. But up to the point at 
which the fees equal the probable value of the service, 
though an element of taxation arises, the element of 
payment for services rendered still prevails, and for 
this reason such taxation must be judged on principles 
other than those tha,t apply to true taxation. Finally 
there is the case where the fees are raised to such a 
height that they exceed the value of the service. Here 
true taxation arises, since the charge in excess of the 

Eheberg : Fmanzwisseiischaft ; quoted in Bullock’s Selected Read- 
ings in Public Finance, pages 193 — ^194. 
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value of the service is without any quid fro quo. 
Though, however, these distinctions can be made in 
theory, it is in practice very difficult to determine what 
is the value of any particular service rendered by the 
Government. In the present chapter, it is proposed 
to deal, first, with certain miscellaneous fees in which 
the element of administration is predominant, next 
with fees for the registration of marriages, of compan- 
ies and of documents, in the latter of which the element 
of taxation begins to appear, and thirdly, v/ith the im- 
portant case of fees levied in connection with legal pro- 
ceedings. Fees for licenses for the sale of intoxicants 
being, as has been pointed out above, almost pure taxa- 
tion, will be dealt with under the head of Restrictive 
Excises. 

Fees for 319 . Fees are levied under the Indian Motor Ve- 

hides Act of 1 914 for the registration of motor vehicles, 
for licenses to drive and for licenses to ply for hire. 
Similar fees are levied under local Acts for police regis- 
tration of hackney carriages. These fees are imposed 
chiefly for the purpose of regulating the use of vehicles 
and to ensure that the public safety is not jeopardised 
by the use of unsafe vehicles or by unskilled drivers. 
Such charges should be kept distinct from the taxes on 
vehicles, which will be dealt with in the chapter on 
Local Taxation, and should not be more than sufficient 
to cover the expenses of examining and registering the 
vehicles and testing the drivers. From the table below 
of the sums realised in respect of motor vehicles in 
1923-24, it would appear likely that this limit is ex- 
ceeded in some cases : — 


Rs. 

Madras 87,000 

Bombay 37,000 

Bengal 1,43,000 

United Provinces ..... 39,000 

Burma 30,000 


320. The fees charged under the Indian Petroleum 
Act. Act, 1899, for possession and storage vary from Rs. 12, 

when the quantity is not more than 1,000 gallons, to 
Rs. 250 when it exceeds 50,000 gallons, with higher 
fees for dangerous petroleum. There are also fees for 
licenses to transport. In the absence of information 
as to the cost of regulation, it is impossible to say whe- 
ther there is any element of taxation, but it is clear that 
that of regulation is predominant. 
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321. In the somewhat similar case of explosives, a 
suggestion has been made that the example of certain 
continental countries should be followed and a Govern- 
ment monopoly introduced. The purpose of the sug- 
gestion is apparentl}^ the securing of control as much as 
revenue, and has this to recommend it, that there is no 
large trade to be interfered with, and that the bulk of 
the manufacture and distribution of explosives is al- 
rea.dy in Government hands. These, however, are not 
considerations with which the Committee are con- 
cerned. From the revenue point of view, there would 
appear to be little to be said for the proposal. The 
imports of blasting explosives in 1924-25 were valued 
at only about 25 lakhs of rupees, and they already pay 
a duty of 15 per cent. The imports of gunpowder and 
smokeless powder do not appear to have exceeded 2 
lakhs of rupees and they pay a duty of 30 per cent. 
The profit to be derived from a monopoly of local manu- 
facture of fireworks, etc., would be comparatively 
small. In these circumstances, it is not possible to sup- 
port the proposal on revenue grounds. 

322. The licensing of firearms is accompanied by 
fees which are based chiefly on the principle that, the 
more dangerous a weapon is to the public safety, the 
higher should be the fee paid. In view of the purpose 
of the Act, this principle is reasonable. But in other- 
countries, as for example in England, the use of arms 
for sporting purposes is made an occasion for obtain- 
ing a small revenue, and suggestions to the same effect 
have been made at various times in India. It seems 
that, if a scale can be devised which can be harmonised 
with the principle on which the present fees are based, 
the licensing of firearms might well be made to yield 
more revenue. Instances which occur as suitable for 
increased charges are weapons licensed for purposes of 
sport and display, and cases where numerous weapons 
are in the possession of the same person. 

323. The registration of births and deaths returns 
nothing in the shape of fees, even for extracts from the 
registers, and involves the Government and the local 
bodies in a very heavy charge. In the case of mar- 
riages, registration is compulsory for certain communi- 
ties, chiefly the Christians and the Parsis In the case 
of Muhammadans, in which community it is almost 
the universal practice for the Qazi to register the name 
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of tlie contracting parties and of the witnesses, whose 
presence is required by the Sheriat, th^re is a system 
of voluntary registration in several provinces. In the 
case of the Ilindu community generally, a Bill has 
recently been passed into law by the Bombay Legis- 
lative Council enabling the major municipalities to en- 
force registration. A private member’s Bill proposing 
to extend similar powers to local boards has been intro- 
duced with the consent of the majority of the Council. 
The passing of similar legislation elsewhere, coupled 
with the levy of a fee, has been strongly advocated by 
a number of witnesses before the Committee. The 
Committee are concerned only with the fiscal aspect of 
the question. From this point of view, the introduc- 
tion of such a proposal might have the resiilt of assist- 
ing to some extent the resources of the local bodies, 
which are badly in need of funds. On the other hand, 
they cannot ignore the danger that the introduction of 
a scheme of registration among the Hindu community 
generally, and especially among the ignorant classes, 
such as mill hands, might have serious consequences, 
while at the same time they think it desirable to em- 
phasise that, in any legislation of the kind, it should 
be made quite clear that the purpose of the registra- 
tion is to afford superior probative value of the fact of 
marriage and not to interfere with the customs of the 
people in respect of the question of validity of any 
particular ceremony. On the whole, they are disposed 
to consider that the time has come when a cautious 
experiment might be made in local areas which are 
selected by Local Governments as suitable for the pur- 
pose, or in which a genuine desire for such a scheme 
has been expressed by the people of any local area or 
by the members of any particular class or caste. 

The proposed 324. It may be appropriate here to touch upon a 

cognate proposal which has been pressed in several 
quarters namely, the taxation of dowries While 
recognising the economic harm that results from waste- 
ful expenditure on marriages, the Committee are 
unable to recommend the imposition of anything in the 
shape of a sumptuary tax, which moreover is advocated 
on grounds of social policy rather than of revenue. 
Even when looked at from the former point of view, it 
seems to them that such a tax would be very unpopular 
and difficult to assess, while they doubt if its imposi- 
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tion would achieve the result desired, a reduction of 
expenditure. On the other hand, it would be likely to 
increase the expenses incurred by the parties upon 
whom the present heavy expenditure falls. 

325. Fees are charged for the registration of com- 
panies on a graduated scale with reference to the ° 
nominal share capital. The scale extends from Rs. 40 
for a company with a capital of Rs. 20,000 to a maxi- 
mum of Rs. 1,000 when the capital exceeds Rs. 75 
lakhs. The reason for levying these fees is that, for 
the protection of the public, it is necessary to regulate 
the operations of companies, and that for this purpose 
registration is necessary. The fees are higher than 
those levied in England, but in that country there is 
also an ad 'Dolorem stamp duty on the capital. The 
Committee have recommended in the chapter on Taxes 
on Transactions that in India also an ad 'oalorem tax 
on share capital should be imposed, the rate suggested 
being 8 annas per Rs. 100 of the nominal capital. If 
this recommendation is adopted, they would recom- 
mend that the registration fees be reduced to the 
following scale ; — 

Bs. 


Companies with a nominal capital not ex- 
ceeding Rs. 20,000 .... 25 

Companies with a nominal capital exceed- 
ing Rs. 20,000, but not exceeding 

Rs. 50,000 50 

Companies with a nominal capital exceed- 
ing Rs. 60,000, bnt not exceeding 

Rs. 1,00,000 T5 

Companies with a nominal capital in excess 
of Rs. 1,00,000 .... 100 


Fees for Registration of Documents. 

326. A more important class of fees than any of Registration 
those so far considered from the point of view of the 
revenue consists of thovse levied for the registration of 
documents under the Indian Registration Act. In 
1923 these fees yielded a gross total of Rs. 120 lakhs. 

The service which is rendered in return for this pay- 
ment consists in the maintenance of a correct public 
record of all documents of certain classes, of which the 
registration is compulsory, and the granting to other 
documents, of which the registration is optional, of a 
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superior probative value. In deciding what portion of 
the receipts is to be classed as taxation, it is necessary 
to exclude those paid for the optional registration of 
documents and for certain special services given by 
Registration officers to those who are willing to pay for 
them. 

327. On the other hand the fees paid for the regis- 
tration of documents of which the registration is 
compulsory possess an element of taxation. Since it 
belongs to the class of payment for services rendered, 
such taxation may be justifiable so long as it does not 
exceed the probable value of the service to the recipient. 
In all provinces the receipts from registration general- 
ly show a considerable surplus, ranging from 29 to 70 
per cent, over the cost of the department. The fees 
paid in respect of compulsory registration bore in 1923 
the following relation to the value of the property 
.affected : — 

PEE. 

CENT. 


Bombay and Burma .... 0*2 

Madras, Bengal and United ProYinces 0-4 

Punjab ..... 0-5 

Central Provinces .... 0*6 

Assam ..... 0-7 

Bibar and Orissa . . . 0*8 


In view of the security which registration gives in 
the buying and selling of landed property and the con- 
sequent increase in the price which purchasers are will- 
ing to pay, it seems justifiable to hold that the rates do 
not exceed the value of the benehl which registration 
confers. 

328. The fees levied on documents conveying inte- 
rests which are capable of valuation are charged on a 
regressive scale graduated with reference to the value 
of the interest. The rates, which are fixed by exe- 
cutive order by the Local Governments, vary in the 
different provinces. To take a *rough average so as to 
illustrate the nature of the graduation, a document of 
the value of Rs. 100 usually pays a fee of 1 per cent, 
but where the value reaches Rs. 10,000 the usual fee 
is -2 per cent. The scale thus depends on two fac- 
tors — the cost of performing the service, which 
depends more on the length and intricacy of the docu- 
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ment than on its value, and the value of the protection 
afforded to the property by registration. The basis on 
"which the fees have been fixed seems to be reasonable. 


The scale adopted in the Punjab is markedly higher 
than those of other provinces. On a document con- 
veying an interest valued at Rs. 50, the charge is as 
much as 4 per cent. Such documents would not usually 
be compulsorily registrable, but the rate where the 
amount involved is Rs. 100 is 2 per cent and where it 
falls between Rs. 200 and Rs. 1,000, 1 per cent. It 
would be advisable to revise the scale so as to make it 
press less heavily on transactions of small value. 

329. The fees for registration of documents have 
been increased in several provinces since the Reforms, Reforms — a> 
and it is sometimes thought that these increases repre- 
sent an increase in the element of taxation. An admissible, 
sexaminaion of the figures, however, shows that this is 
not the case. In 1919 the surplus of receipts over ex- 
.penditure amounted to nearly 57 lakhs, or 55 per cent 
lOf the whole. In 1923, in spite of the increase in 
charges, it amounted only to 55 lakhs, which was only 
45 per cent of the gross receipts. At the same time, 
the evidence recorded by the Committee reveals a re- 
markable consensus of opinion that, if further taxation 
is required, it is permissible to increase registration 
fees up to the point where they correspond to the prob- 
able value of the benefit. Needless to say, in practice 
it is impossible to determine accurately the point at 
which the fee equals the value of the benefit. The 
security given by registration cannot be isolated from 
the effects of other factors, and probably varies in 
different provinces. For instance, in a province with 
an efficient record of rights the advantage of registra- 
tion is probably less than in one in which registered 
documents are chiefly relied upon. In practice, there- 
fore, it is advisable to exercise considerable caution in 
raising the fees, especially in the case of documents 
that are compulsorily registrable. 


330. Another possibility of increased revenue Tie possiw. 
which may be mentioned lies in the extension of the Sten^g tie 
classes of document liable to compulsory registration, category of 
The compulsory registration of documents relating to S’mp^oriiy 
immovable property when the value of the right, title or registrable, 
interest dealt with is less than Rs. 100 has frequently 
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been advocated in the past. In fact it was unani- 
monsly recommended by a Committee which enquired- 
into the subject in 1879, and their recommendations, 
were endorsed by all the Local Governments. Changes 
of this nature must, however, be decided on grounds 
other than fiscal. 

Fees for 331. It is customary to levy fees for mutation of 

S^mmesin names in the record of rights or in the revenue regis- 
the revenue ters. Great value is attached to such entries as- 
registers. evidence of title, and it is legitimate to levy fees for 
making them. There is, however, great diversity of 
practice between the different provinces. In some no 
fees are taken if application is made on the spot, while 
in others the fee is taken in- the shape of a court-fee- 
on an application to a revenue officer. The rules for 
levy and the charges in relation to them could with 
advantage be made more uniform. The charges 
should, however, be moderate and the suggestion that 
an ad valorem fee should be charged is unsuitable. A. 
record of rights cannot be kept up properly unless the 
parties come forward voluntarily and report the 
changes which should be made. An ad valorem fee 
would discourage applications and would react serious- 
ly on the accuracy of the record. Moreover, many of’ 
the transactions which are the occasion of mutations- 
are already liable to stamp duties. 

Court-Fees. 

Court-fees— 332. The case of fees for the use of the services'. 
wiSany afforded by courts of law is one on which the most 
charge is diverse opinions have been pronounced. At the one 

legitimate, extreme are the followers of Bentham and Mill who* 
declare that the services of the courts should be entirely 
free ; at the other are those who consider that indulgence 
in litigation is a sign of taxable capacity and that there 
is much vexatious litigation which ought to be pena- 
lised by heavy taxation ; between these two extremes are’ 
some who consider that the litigant on whose account 
a special service is maintained should pay a sum suffi- 
cient to meet the cost of its maintenance and no more ; 
and others who divide litigation into two classes, of 
which one class should just pay its way and the other- 
may fairly be taxed. The viev^s of Bentham and Mill, 
which have largely moulded such public opinion as- 
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'exists against judicial fees, are to a large extent based 
on the idea that law-suits arise more often from the 
imperfections or ‘ incognoscibility ’ of the law and 
from intentional wrong done by one party to another 
than from the mistakes committed by the parties them- 
selves. As pointed out by Sir Henry Maine in the 
course of the discussions in the Legislative Council in 
1869 on the Court-fees Bill, “ a vast amount of litiga- 
tion in this country arises from complications of fact 
produced by the neglects of the litigants themselves or 
their predecessors in title, by unbusiness-like habits, by 
heedlessness, or by sheer folly.”"^ Further, there are 
numerous other cases in which it would be clearly un- 
fair to make the general tax-payer pay for services 
arising out of the affairs of particular individuals such 
as the administration of a bankrupt's property, the 
winding up of the tangled affairs of a dissolving com- 
pany, the collection of debts due from defaulting 
debtors, or the interpretation of a carelessly drafted 
will. In practice, as Adam Smith pointed out, justice 
“ never was in reality administered gratis in any 
country."! In the opinion of the Committee, while 
the State cannot be unmindful of the broader interests 
for which it exists, it is clear that what Sir Henry 
Maine described as “ the extreme theory that the liti- 
gant should contribute nothing towards the expenses 
of litigation "j: has nothing to support it. 

333. Granting that a fee is to be charged, it is 
clear that, in the simple case in which property is in- 
vaded and it is possible to determine that one partj^ or 
the other is the aggressor, the charges incurred by" the 
State in adjudicating and deciding the invasion should 
be imposed upon him. Where an action is brought in 
a criminal court, the charges payable by the complain- 
ant are negligible. Where civil action is taken, since 
it is not possible at the outset of the proceedings to 
decide who is the aggressor, it is inevitable that the fee, 
if levied at the outset, be taken from the party who 
institutes the proceedings, but he should be given 
facilities to recover through the court by way of costs 
at the close. 


, * Proceedings of tlie Council of the Governor-General, 10th Septem- 

ber 1869, page 292. 

t Wealth of Nations, Volume II, pages 300-301. 

. t Proceedings of the Council of the Governor-General, 10th Sep- 
tember 1869, page 291. > 
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The question 334. The further question whether the court-fees^ 
SX^tdd^do should be so fixed as just to recover the cost of the 
more than courts, or whether it is proper for the State to make a 

coJt of the profit out of the service it renders, is a very vexed one. 
Courts. On the one hand, the cost of the courts is only a part of 
the much wider service by which the State upholds the 
law and secures the rights of property, and it may 
fairly be urged that a litigant who has infringed the 
law should make a special contribution to the cost of 
this service. Moreover, it is as much the State’s duty 
to save the innocent from unnecessary vexation and ex- 
penditure in courts of law as to protect rights and> 
redress wrongs, and if court-fees are pitched too low, 
there will be a strong tendency to bring suits in cases 
where no real right is invaded and where the real ob- 
ject is to harass an opponent. It is, in the opinion of- 
many, a social necessity to check the excessive tendency 
to litigation, which has proved the ruin of many per- 
sons in this country. The extent of this is notorious,* 
but one instance may perhaps be pertinent. In a 
recent speech. His Excellency the Governor of the 
United Provinces referred to the fact that there was- 
hardly an estate in Oudh the holder of which had not 
at some time been compelled to defend his title in pro- 
tracted litigation. Accordingly, the earliest regula- 
tions, beginning with the Bengal Regulation 38 of 
1795, which originally imposed court-fees, did so partly 
at least with the object of repressing “ groundless and 
litigious suits and complaints.” 

On the other hand, the higher the fee the greater 
its effect in rendering access to the courts difficult in 
cases where real wrong has been done, and this diffi- 
culty will be felt more especially by the poorer liti- 
gants. 

Having regard to all these considerations, the Com- 
mittee are of opinion that, while the pitching of the 
scale of fees so as to produce a revenue just sufficient tO' 
cover all the costs of the administration of civil justice 
is an ideal to be aimed at, financial considerations may 
justify the State charging something more, provided 
that the fees charged are not such as to cause sub- 
stantial hardship to any class and particularly to the 
poorer litigants. 

In Dr. Paranjpye’s opinion, while even civil justice 
should be practically free and speedy to the innocent 
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and law-abiding citizen, who should be assured by the 
State the full enjoyment of his property according to 
the law without interference or vexation from others, 
court-fees may involve an element of penalty on the 
party who comes in the way of this full enjoyment, in 
addition to their being a charge for the cost of the 
courts. If it could be practically done he would wel- 
come the levy of the greater part of the court-fees at 
the end of a suit the court fixing this element of penalty 
on a general consideration of th^e conduct of the parties 
in the suit in addition to ordering the payment of the 
costs of the aggrieved party. This does not, of course, 
apply to purely commercial suits. While this may be 
a counsel of perfection, he is inclined to consider heavy 
court-fees charged at the commencement of a suit as a 
practical negation of justice in many cases. 

335. Meanwhile, having regard to the controversies 
that have developed on the subject, it seems to the Com- information, 
mittee eminently desirable that a record should be main- 
tained from which it should be possible to determine 
in every province what is the amount of fees actually 
levied in the course of litigation, what is the actual cost ‘ 

of the courts and how the one compares with the other. 

This is a question which has been several times dis- 
cussed without any satisfactory conclusion having been 
arrived at. In 1886, an elaborate enquiry was insti- 
tuted, which was not completed till January 1890, 
when the Government of India issued a resolution in 
which they pointed out that the calculations were ex- 
tremely intricate, and that, notwithstanding the labour 
that had been bestowed on^ them, the result could only 
be considered to be approximately correct, there being 
clearly in some cases an underestimation of the charges. 

The result, for what it was worth, went to show that 
in Bengal there was a surplus which amounted to 14f 
lakhs ; in Madras the receipts and charges were practi- 
cally equal ; and in all other provinces the charges were 
much in excess of the receipts. In 1914, the question 
of repeating the enquiry was raised by a question in 
the Imperial Legislative Council, and the Government 
of India replied that the calculations were troublesome 
and complicated and that it was not worth while to 
embark on it. In 1924 the Civil Justice Committee, 
after examining the figures given in the reports of the 
administration of civil justice, condemned the figures 
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given as ' meaningless or erroneous and decided 
that no conclusions could be based on them. They 
recommended that the question should be examined by 
competent financial authority and that certain princi- 
ples should be laid down for the allocation of disputable 
items between * Civil ^ and * Criminal ’ justice. The 
present Committee have repeated their endeavour to 
derive information from the figures at present available 
and have only been able to repeat the conclusions of the 
enquiry of 1886 that there appears to be evidence that 
in certain provinces the fees exceed the expenditure, 
while in others the reverse is the case. To ensure that 
for the future a common and easily intelligible basis for 
such a calculation should be available, they recommend 
that, in the future reports of the administration of 
civil justice, there should be introduced a classification 
of receipts from court-fees and charges on account of 
courts on the following lines : — 

{a) The principle should be laid down that the 
copyist and process services should pay for 
themselves and no more, and receipts con- 
nected with these services should not be in- 
cluded in the general account of the cost of 
civil justice. This would involve in Bengal 
the replacement of a profit on the process 
service which in 1923 amounted to 14 lakhs 
of rupees. 

(&) The fees levied under the Court-fees Act 
which consist of pure taxation unconnected 
with any suit, such as duties on probates, 
should not be credited as receipts of courts. 
Nor should miscellaneous items of receipts, 
such as lapsed deposits, be included. They 
should come under a different head. An 
allowance should of course be made for 
court-fees refunded. 

{c) On the charge side, there should be included 
{i) pay and pensions of officers and establish- 
ment (exclusive of the copyist and process 
service establishment), less allowance for 
time spent on criminal or revenue work, 
(n) contingencies, (iii) stationery and print- 
ing charges, {iv) a share of the discount 
po-id to stamp vendors and other expen- 

* ileport of the Civil Justice Conxmittee, page 432. 
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diture incurred in realising the stamp 
revenue, (v) a share of the overhead charges 
in the Secretariat, and (m) the charges for 
rented buildings and the interest on the 
capital cost and cost of maintenance in the 
case of those that are the property of 
Government. 

336. In fixing scales of court-fees, different plans Methods oi 
have been observed in different cases. The primary 
principle is to grade them according to the cost of the 
service rendered, and an attempt is made in the High 
Court in England, and, subject in one case to a partial 
exception, in the three Chartered High Courts in 
India, to approximate to this principle by charging a 
small initial fee and an additional fee at each successive 
stage of the case. Even this estimate, however, does 
not by any means accurately measure the cost of the 
service in individual cases, and any attempt to do so 
would probably fail. Accordingly, and in view of the 
fact that to some extent the time spent by coufts 
depends on the value of the subject-matter in litigation, 
partial effect has been given to this consideration in 
framing the scale of fees in the county courts in 
England. In the case of courts in India other 
than the Chartered High Courts, this process is 
carried still further. In introducing the Court- 
fees Bill of 1869 Mr. Cockerell stated that the 
amount of the fees ‘ ‘ is fixed, not in proportion to 
the measure of labour imposed upon the court in the 
adjudication of the suit, but according to the value of 
the matter litigated, i.e., in proportion to the advan- 
tage which the suitor obtains or seeks to obtain through 
the court’s action.”* This appears to the Committee 
to be an incorrect statement of fact and to enunciate 
a principle which cannot be defended. The advantage 
which the suitor obtains through the court’s action can 
only be measured, if at all, when the suit is decided,, 
but if the advantage which he seeks to obtain is to be 
measured in terms of the value of the subject-matter 
litigated, the scale should of course be proportional, 
not regressive. The system of basing the fee on the 
value of the subject-matter litigated is not in itself a 
principle, but merely a method, rough and imperfect 

* Proceedings of the Council of the Grovernor-Greneral, dated 10th 
September 1869, page 288. 
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though it be, of giving effect to the cost of service 
principle. 

Modifications 337. In the conditions in India the system now 
tfie15dian“ obtaining under which the fees are fixed on a graduated 
system. and regressive scale by reference to the value of the 
subject-matter litigated is, subject to the recommenda- 
tion which the Committee make below, a suitable one 
and to be preferred to any attempt to measure the cost 
of the service in individual cases. 

The possibility of modifying this system in the 
direction of securing a closer adherence to that of 
basing the fee on the cost of the service rendered is 
indicated by proposals that have been made that a re- 
fund should be granted, or a lower fee charged, (1) in 
the case of suits decided ex farte, and (2) in the case 
of those settled by agreement or compromise. 


The proposal regarding refunds is no new one. A 
provision which allowed for refund on a decision or 
disposal based on an agreement or compromise was ii 
force under the Code of Civil Procedure of 1859, and 
again under the Stamp Act of 1862, and even now, 
under the Presidency Small Cause Courts Act and the 
Madras City Civil Court Act, half the fee is repayable 
if the suit is settled by agreement before the hearing. 
These provisions, however, are not entirely satisfactory. 
An ex 'parte disposal is not necessarily a speedy one, 
and an ex parte decree may mean that the party who 
brought the suit has been using the court as a debt- 
collecting agency. Similarly, suits settled by compro- 
mise out of court sometimes involve numerous enquiries 
and expensive proceedings connected with interlocutory 
applications for arrest or attachment before judgment 
and the like. At the same time, the benefit conferred 
upon the litigant by a system of refunds is problema- 
tical, since, apart from the considerable time taken and 
the expense of obtaining the refund, it is more than 
doubtful whether the whole of the money refunded will 
ever reach the pocket of the party who has paid the fee. 


338. The other system which, while it is free from 
the latter objection, is still subject to the former, is 
that in force in the county courts in England, under 
which the fee is paid in two instalments, one at the 
institution of the plaint and the other at the trial or 
hearing, and in cases where judgment is entered up 


Tlie Commit, 
tee’s pro- 
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by consent or in the absence of the defendant, the 
hearing fee is only one-half of the hearing fee which is 
payable in other cases. The Committee are disposed, 
on full consideration of the matter, to recommend that 
effect should be given to the principle of measuring 
court- fees by the cost of the service rendered to the 
extent of taking the fee in two instalments, the first 
being payable at the institution of the suit, and the 
second on or immediately after the settlement of issues. 

339. The Committee have so far dealt with the 
broad general principles involved, and before going revision of 
into matters of detail, they think it desirable to point 

out that the experience of 55 years has shown that the 
Act of 1870 needs revision in many respects — a fact 
which is sufficiently demonstrated by the accumulation 
of rulings of the High Courts and by the amending Bill, 
which is now before the Legislative Assembly. Mean- 
while, however, the situation has been complicated by 
the transfer of the power to fix the rates of court-fees 
to Local Governments. The amending Bill proceeds on 
the basis that the principles of assessment and the 
procedure in realising court-fees are exclusively regu- 
lated by the sections of the Act, and that the articles 
in the schedules merely contain details which can be 
left to be dealt with by the provincial legislatures. It 
seems to the Committee that, in the circumstances of 
the case in question, such an arbitrary division of func- 
tions cannot be satisfactory, and they would recommend 
that an expert Committee should be appointed to 
examine the provisions of the Act and the provisions 
of the schedules, both separately and in their relation 
to one another, and they propose now to justify this 
suggestion by an examination of instances of defects 
in the Act and the schedules and the inter-relation bet- 
ween them. 

340. One principal defect in the Act is in respect 

of the valuation of suits. Under paragraph {iv) of regarding^ 
section 7, plaintiffs are authorised to value suits of 
various classes according to their discretion, and this 
discretion has been widely abused. The situation has 
been made worse by the fact, not only that the court 
seems to be powerless to compel a plaintiff to revise an 
unreasonably low valuation and pay the proper court- 
fee, but that, while the court-fee is calculated under 
rules fixed by law, the right of appeal to the Privy 
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Council and sometimes the forum of institution depend 
upon the real value of the subject in litigation. The 
result is sometimes a reductio ad absurdum. Similarly 
article 17 of schedule II provides a court-fee of Rs. 10 
for a variety of suits, some of which, e.g., suits for a 
declaration of title to property, are clearly capable of 
valuation.* 

Again, in respect of suits for the possession of im- 
movable property, the Act lays down different criteria 
for different kinds of property. A permanently- 
settled estate, or a definite share of it separately 
assessed and entered in the Collector’s register, is to be 
valued at ten times the annual revenue ; a temporarily- 
settled estate, or a definite share of it separately record- 
ed as paying revenue to the Government, at five times 
the annual revenue ; a revenue- free property at fifteen 
times the net profits of the preceding year, and where 
no such net profits have arisen, with reference to the 
value of similar land in the neighbourhood ; part of a 
revenue-paying estate not separately assessed, at the 
market value of the land ; houses and gardens also at the 
market value. These arbitrary provisions again result 
in the reductio ad absurdum that a suit for a part- of 
a field may pay a higher court-fee and require to be 
tried by a court of higher jurisdiction than a suit for 
the whole. In addition, the varying ratios of value 
of land to assessment make the fees arbitrary and 
uneven, while suits for land, though they are generally 
more hotly contested than suits for money or movables, 
pay lower court-fees than the latter do. Moreover, the 
method is inconsistent with the method adopted for the 
valuation of land in the case of appeals to the Privy 
Council. 


The prepara- 341. While the Bill before the Assembly proposes 
SdiLf amendments in respect of section 7, it seems to 

valuations the Committee that something more drastic is required, 
recommended recommeud is a thorough recasting 

of the section and 'the preparation of a full schedule 
similar to that contained in the Indian Limitation Act, 
1908, of suits and appeals which commonly arise in 
civil courts with a method of valuation prescribed for 
each. There would of course remain a residue of suits 


In this and subsequent plages, where a rate from the schedule 
is quoted, it is the rate embodied in the Act of 1870 unless the context 
shows that one of the rates imposed by provincial legislation is in 
^question. 
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incapable of valuation, for which fixed fees should be 
provided, but these fees should, in the opinion of the 
Committee, vary with the nature of the suits or of the 
forum set in motion by the plaintiff, and they would 
particularly recommend consideration of the statement 
made in the local Legislative Council by the Hon’ble 
the Law Member, Madras, that there exists a class of 
suits which he described as ‘ luxury ’ suits, which ought 
to be made liable to a high scale of fees.* 

342. Another respect in which the Act appears to 

need amendment is as regards the provisions which SaSed 
enable the courts to collect a deficiency in the fees paid suits. 

— vide sections 10 to 12 and 28. These sections apply 
to pending and not to decided cases. The Committee 
would recommend that provision be made for the 
recovery by the Government within a reasonable period 
after the disposal of a sfiit of any deficiency in the 
court-fee through means of an application to be made 
to the court for a decree for the amount due against the 
party by whom the same is payable. 

343. To return to the schedules, the following are instances of 

some of the instances of inadequate fees that have been 
brought to the Committee’s notice : — scLeduies. 

(1) In the case of Civil Revision Petitions 
[schedule II, item 1 (c?)], detailed calculations of 
receipts and charges made in respect of the proceedings 
in the High Court of Madras for 1923-24 disclosed the 
fact that there was a deficit on the year’s working of 
about Rs. 30,000 and a net loss on each petitioiT of 
Rs 30. 

(2) Applications for orders of arrest or attach- 
ment before judgment or for temporary injunctions are 
often put in by parties for the purpose of obtaining 
indirect advantages over their opponents, and the 
orders passed on them are appealable. Thei fee is only 
8 annas, as against 5 shillings in England, which, 
considering the level of court-fees there,, is compara* 
tively high.^ 

(3) A similar case is that of an application for 
the appointment of a receiver in a case in which the 
applicant has no present right of possession of the 
properties in dispute. 

of the Madras Legislative GounciL dated 18th Marcn 

1925, page 230. 
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Eleetion 

petitions. 


(4) An application for compensation for arrest 
or attachment before iudgment or in respect of a 
temporary injunction obtained on insufficient grounds 
is also charged only a fixed fee of 8 annas. As such 
applications operate to bar suits for damages, and the 
orders on them are appealable, they may well pay 
ad valorem fees. 

(5) Applications to set aside decrees passed ex 
parte and applications for review of orders dismissing 
suits for default pay the same low fee, which may vvell 
be increased. 

On the other hand, applications for review of 
judgments pay a fee based on the amount in issue in 
the suit and should be assessed only on the amount or 
value of the relief sought for. 

(6) Applications under paragraph 17 or 20 of 
the second schedule of the Code of Civil Procedure for 
permission to file agreements to refer to arbitration or 
awards, and agreements filed under Pule (1) of Order 
36 of the Code are rated in the schedule to the Imperial 

. Act at Ps. 10. In Madras the fees in these cases have 
been raised to Ps. 15 and Ps. 100 according to the court 
to which the application is presented, 

(7) Applications under sections 34, 72, 73 or 74 of 
the Indian Trusts Act for opinion or advice or for 
discharge from a trust or for appointment of new 
trustees take up considerable time of the courts, and on 
the principle of payment for the service rendered, 
should pay a higher fee than that of 8 annas which they 
now pay. 

(8) A similar remark applies to an application for 
the winding up of a company under section 166 of the 
Indian Companies Act. 

(9) Another similar case is that of an application 
under section 26 of the Provincial Insolvency Act. 

344. A somewhat different class of cases consists of 
petitions contesting elections to the local and central 
legislatures and the various local bodies . In the former 
case these petitions are tried by a tribunal of three 
judges, who are either judges of the High Court or 
qualified to hold such office. They therefore cost an 
appreciable sum to the State and contribute nothing 
towards it. The cost in the case of petitions contesting 
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-elections to local bodies is less, but still considerable. 

While it is no doubt a primary concern of the State to 
ensure the purity of elections and the return of suitable 
candidates fco the legislatures and the local bodies, it 
has to be remembered that there are provisions for the 
intervention of the State in cases of obvious mal- 
feasance. At the same time, it cannot be denied that . 
very often election petitions are the result of personal 
or communal rivalry and actuated by malice or spite. 

When these petitions come to court they are often fought 
out with great animus, and, as has been observed, the 
trying of them costs appreciable sums. It may not be 
possible to make them pay for themselves, but it seems 
proper to levy an amount which bears some relaion to 
the cost of the service rendered. 

345. The Committee, while inviting attention to 
several cases in which the fees at present levied appear excessive, 
to be inadequate, have made fewer recommendations 
regarding the cases in which they are excessive. The 
reasons are three : In the first place, until an accurate 
account of the receipts and expenditure is obtained on 

the lines recommended above, there is no certainty that 
the fees, even where they have been raised for the pur- 
pose of balancing the budget, do actually more than 
cover the cost of the courts. In the second place, the 
recommendation made regarding the payment of insti- 
tution fees in suits in instalments will result, if accept- 
ed, in a large reduction of the receipts. In the third 
place, the Committee have recommended the scrutiny 
of the whole of the schedule by experts. The cases to 
which they have called attention are some of the more 
glaring anomalies. But the Committee expect that an 
-exhaustive scrutiny by lay^ers will reveal numerous 
other cases in which a revision in the direction either 
of increase or reduction is desirable. 

346. Meanwhile, the Committee have not entered Ttedesirabt* 
into any examination in detail of the variations in u^ormity. 
rates between provinces that have resulted from recent 
provincial legislation. But they would venture to urge 

that the matter of court-fees is one in respect of which 
uniformity is desirable, not only in the matter of the 
general principles, procedure and methods of realisa- 
tion, but also, unless there is strong reason to the 
contrary, in the matter of rates. Not only does a large 
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difference in rates engender a feeling of injustice in 
the persons affected ; it might also tend to the transfer 
of litigation from province to province. 

Tte ease of 347, While Uniformity is desirable generally, there 

Fi^!h Courts. IS oue case in which the lack of it is a subject for 
. remark, and that is the case of the three Chartered 
High Courts. While the Court-fees Act applies to all 
other courts in India as well as to the Appellate Sides 
of the three Chartered High Courts, in respect of suits 
on the Original Side these three courts constitute, as 
it were, im'peria imferio, exercising taxing powers 
irrespective of the legislature. Not only do the fees 
levied by them differ from those levied " in muf assal 
courts and in other High Courts, but those levied in 
one Chartered High Court differ from those levied in 
another. In respect of original suits, while the 
Calcutta High Court levies a fixed institution fee of 
Rs 15, the Bombay High Court levies one of Rs. 20 and 
the Madras High Court an ad valorem fee of Rs. 150 
for the first Rs. 10,000 of value and Rs. 20 for every 
Rs. 5,000 thereafter. In addition to these institution 
fees, there are levied other fees such as hearing fees, 
exhibit fees, etc., so that the sum eventually paid as' 
court-fees is considerably in excess of the institution 
fee. Nevertheless, an actual comparison of the court- 
fees paid on the Original Side of two High Courts in 
a few typical cases shows that the total sum paid is 
considerably less than the amount levied under the 
Court-fees Act in the mufassal courts, except in the 
case of certain suits, already referred to, in which the 
plaintiff is allowed to pay court-fees on the valuation 
put by him at his discretion or a fixed fee of Rs. 10. 
If the agency which is set in operation is to be the 
criterion of the amount of the fee to be paid, it follows 
that, that of a High Court being much more efficient 
and expensive than any court in the mufassal. a litigant 
on the Original Side should pay a higher and not a 
lowp court-fee. The Committee recognise that this 
ancient privilege of the successors of the old Supreme 
Courts is one which the Government will be loth to 
disturb. Regarding the matter, however, from the 
point of view of taxation, they feel that the retention 
of it cannot be justified. They would urge that what- 
ever steps are necessary be taken to render the fees on 
the Original Sides of the Chartered High Courts as. 
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far as possible uniform with one another and not less 
than those in the courts in the mufassal. 

348. In addition to the fees payable in courts, the MisceUaneoiis 
■schedules of the Court-fees Act deal with various 
miscellaneous fees payable to Revenue and other officers, schedules. 
The original provisions regarding these fees were wide- 
ly worded, and at one time they produced quite a con- 
siderable revenue because there was hardly any appli- 
cation to a Revenue officer which did not require a fee 

of some sort. Of late years, however, they have been 
qualified by so many exceptions and exemptions that it 
is probable that the revenue derived from them is very 
small. In the opinion of the Committee a distinction 
should be made between applications that involve 
inquiries of a judicial character and applications for 
relief from or recovery of taxation or applications 
which are incidental to ordinary official routine, and 
they would recommend that an examination should be 
made of the applications to Revenue and other officers 
that are at present liable to stamp duty and of the 
revenue derived from them, and that, if as a result it 
appears that applications of the former kind are suffi- 
ciently numerous to make the collection of the revenue 
worth while, a separate schedule containing them 
should be prepared and the remainder exempted ; if, on 
the other hand, the yield is insignificant, all applica- 
tions to Revenue and other officers not being courts of 
law should be declared free of tax. 

349. In this connection, it may be mentioned that it Some of 
is somewhat anomalous, now that court-fees have 
become a source of provincial revenue, that there should services of 
he credited to the provinces the fees on applications to JS^ients. 
Customs officers, the chief of which are those on what 

are known as bills of entry. The Committee observe 
that a. suggestion has been made that, if applications to 
officers of the Income-ta.x department are not already 
taxable, fees should be levied on them and credited to 
the provinces concerned. If it is necessary to impose 
a fee for services rendered by these Imperial depart- 
ments at all, it would appear that the amounts in 
question should be credited to the Imperial Govern- 
ment. The Committee have, however, recommended 
that all fees of this nature should be abolished. 

350. Under section 30 of the Court-fees Act, Pees paid to 
nothing contained in Chapters IT and Y of the Act 
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applies to the fees which any officer of the High Court 
is allowed to receive in addition to a fixed salary. The 
Calcutta High Court Retrenchment Committee, 1923^ 
have referred to various kinds of fees paid to officers' 
of the High Court on the Original Side for work pre- 
sumably done out of office hours. They recommended 
that the emoluments of Government officers from 
sources of this kind should be scrutinised from time" 
to time and that care should be taken that such employ- 
ment does not interfere with the regular work of the 
officials concerned. Under section 81 of the Presidency 
Towns Insolvency Act, the Official Assignee is entitled 
to receive for his remuneration the commission fixed by 
rules made by the Court. The remuneration varies 
from year to year and the emoluments of this officer 
have tended to exceed that of any other public servant 
except the Governor, and even on occasion that of the 
Governor himself. Both the Calcutta High Court 
Retrenchment Committee and the Judicial Retrench- 
ment Committee of Madras recommended that the office 
of the Official Assignee should be reorganised, that per- 
manent salaries should be paid to him and his establish- 
ment and that the commission received by him should ga 
to the public exchequer. The two Retrenchment Com- 
mittees above referred to also recommended that the 
fees earned by the Sheriff should be credited to the' 
Government, and so far as this office is concerned, it is 
understood that the recommendation has been accepted 
by the Madras Government and that there the office of 
Sheriff has been made honorary and the fees received 
by him are now paid into the public treasury. There 
may be similar cases of the levy of fees in cash in other 
provinces. It is obvious that all fees levied on Govern- 
ment account should primarily be credited to the 
Government, and that in the case of fees received by 
officers for the whole of whose time payment is made 
from the public exchequer, no exception should be made 
to this rule. 


The desirabi- 
lity of an 
audit of 
receipts. 


351. In conclusion, the Committee would venture 
to recommend that more adequate steps should be taken 
to ensure the full realisation of the Government 
revenue in the case both of court-fees and of stamps. 
It is generally supposed that these are revenues which 
collect themselves. But the evidence before the Com- 
mittee inclines them to think that too much confidence is 
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sometimes placed in this idea. The presiding officers 
of courts cannot be expected to regard themselves as 
fiscal officers of the Government, and the ministerial 
officers are apt sometimes to be careless, at others 
ignorant of the intricacies of the law and at others even 
to connive, for instance, at the withdrawal of insuffi- 
ciently stamped documents. Again, there is evidence 
that, owing to failure to deface stamps, it is not uncom- 
mon for these to be abstracted and used again. Refer- 
ence has also been made above to the absence of provision 
for recovery of deficient court-fees once a suit has been 
disposed of and to the necessity for amending this pro- 
vision of the law. All these circumstances indicate a 
tendency towards leakage under this head of revenue, 
and it seems to the Committee desirable that there 
should be a systematic enquiry made into the matter. 
What they would recommend is in the first instance a 
set of sample enquiries by officers, trained both in the 
law of stamps and court-fees and in accounts procedure, 
in selected courts over a fixed period of time. If as a 
result there appears to be reason to think that a general 
loss of revenue is taking place, then they would recom- 
mend that action be taken to introduce a general audit 
of receipts from these sources. 
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CHAPTER XII.— PROBATE DUTIES. 


Duties on 
iniieritance 
are levied 
in most 
countries. 


And 

constitute a 
large part 
of the 
revenue. 


Tlieir intro- 
duction in 
.India has 


352. Duties on inheritance or succession are levied 
iu most of the countries of Europe, in several countries 
in the New World, in most of the British Colonies, and 
in some countries in Asia, such as Japan, Ceylon and 
the Straits Settlements. Though various duties which 
were levied in ancient times, notably the Roman 
mcesima hereditatum et legatorum, introduced by 
Augustus in the year 6 A.D., were of a like nature to 
succession duties, yet inheritance duties in their 
modern form are of comparatively recent origin. In 
Europe the increased taxation necessitated by the 
Napoleonic wars led to the discussion, among other 
sources, of the possibility of large additions to the 
national exchequers by means of the taxation of pro- 
perties devolving on death. This idea gained support 
from, and was popularised by, the teachings of 
thinkers like Bentham, Mill and Bluntschli, who 
advocated drastic limitations of the right of uncon- 
ditional succession. Latterly, an extreme develop- 
ment of the theoretical possibilities of such duties has 
been set for in the writings of the Italian Professor, 
Rignano. 

353. The modern reliance upon the principle of 
ability to pay as the basis of taxation has led to the 
graduation of death duties. In this form they occupy 
an important place in the taxation system of the 
countries in which they are imposed. As a form of 
taxation which falls pre-eminently upon accumulated 
wealth, they have found special favour with demo- 
cratic thinkers . In Great Britain the net receipts from 
death duties in 1921-22 and 1922-23 were £51,263,666 
and £56, 494:, 667, respectively. They form 6-9 per cent, 
of the total tax-revenue of the State, occupying the 
fourth place after income-tax (including super-tax), 
excises and customs duties. In the fiscal system of 
Holland they are nearly as important, forming 6-2 per 
cent of the total tax revenue, as compared with 4-8 per 
cent in the United States of America and 2-2 per cent 
in Italy. 

354. Duties on inheritance are by no means un- 
known in India. Under the Zamorins of Calicut a duty 
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of 25 per cent was levied on the value of the estates of teen many 
Muhammadan landholders,^ A death duty is levied considered, 
in Bikanir at the present day, graduated by degree of 
relationship up to a maximum of 20 per cent. The 
general introduction of similar taxation by the British 
Government was first considered in the year 1859 in 
connection with the discussions relating to the introduc- 
tion of the income-tax, and the practicability and 
desirability of such a tax have since been discussed on 
numerous occasions. To a limited extent, that of the 
probate duties leviable from certain communities, 
duties of this class have been in force from an early 
period, and the rates of these duties were fixed in 1870 
at the equivalent of the then English rates. The more 
general levy of inheritance taxes has, however, hitherto 
been thought inexpedient on various grounds, of which 
the chief were — 

(a) that they would fall with special severity upon 
the landholding classes ; 

(5) that there would be great difficulty in the 
valuation of chatties; 

(<?) that the habit of investment was in its infancy ; 

(d) that there were no reliable figures of trading 

incomes on which the capital value of busi- 
ness concerns could be based ; and 

(e) that the law of the Mitakshara joint family 

introduced complications which could not be 
surmounted. 

355. The first objection has lost much of its force by The fomet 
reason of the continuous increase in the value of land, 
accompanied in the ryotwari tracts by a progressive 
moderation in the land revenue assessment and the in- 
crease in the proportion of taxation borne by the indus- 
trial classes. In 1903-04 the land revenue, including 
receipts from irrigation, formed 43 per cent of the total 
revenue of India ; in 1923-24 the same two items formed 
only 21 per cent. This change is due, not only to large 
increases in the rates of other taxes such as customs, 
income-tax, and excises, but also to changes in the 
practice at land revenue settlements and to deliberate 
limitation of enhancements of the demand. Mean- 
while, the amount of property in forms other than 

* Maclean ; Standing Information regarding the Official Adminis- 
tration of the Madras Presidency, page §4. 
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land lias largely increased, and the difficulties of bring- 
ing such property within the scope of the machinery of 
taxation have diminished. 

The valuation of chattels is difficult, and leads to 
evasion in all countries. Owing to the peculiar laws 
and habits of the people, such evasion is to be expected 
perhaps in a greater degree in India, and to that extent 
would tend to throw a heavier burden on persons whose 
properties cannot easily be concealed. But the fact 
that self-interest and legal ingenuity may be at work to 
defeat and escape the operation of a tax is not a suffi- 
cient ground for not levying it at all, though it may 
make it desirable to moderate its operation in parti- 
cular respects. 

The growth of investments in this country can be 
judged from the following figures : — 

In 1923-24, the total value of Government paper 
stood at Its. 358 crores as against only Rs. 93 crores in 
1883-84. The total amount of paid-up capital in joint- 
stock companies, which stood at Rs. 40 crores in 1904- 
05, amounted to Rs. 222 crores in 1921-22. Deposits 
in the Post Office Savings Bank have risen from Rs. 433 
lakhs, the quinquennial average for 1882-83 to 1886-87, 
to Rs. 2,226 lakhs in 1921-22. Every year the number 
of new life assurance policies is on the increase, with 
the result that, while the sum newly assured in 1919 
was Rs. 449 lakhs, that assured in 1923 was Rs 584 
lakhs. The total sum assured on life assurance policies 
other than postal insurance policies at the end of 1923 
stood at 52 crores as against 39 crores in 1921. In 
addition, there were in force on the 31st March 1923 
postal life insurance policies covering a total sum of 
Rs. 682 lakhs. 

The extent to which the fund of investment is 
reached by the existing probate duties may be judged 
from the fact that, in the year 1920-21, oiit of a total 
of Rs. 4,10,75,000 worth of property which paid the 
existing duties on probates in Calcutta, a sum of 
Rs. 9,57,000 consisted of cash in banks, Rs. 35,31,000 
of Government securities, and Rs. 1,96,07,000 of pro- 
perty in public companies. In Bombay in the financial 
years 1921-22, 1922-23 and 1923-24, business assets 
valued at Rs. 1,74,83,646 paid duty in 131 cases. 



277 


The objection that reliable figures of the income of 
traders have yet to be obtained has to a considerable 
extent been met by the reform of the Income-tax depart- 
ment, and on this point the opinion of the witnesses 
examined before the Committee was almost unanimous. 

The difficulties connected with the joint family 
system are no doubt real, and arise in relation both to 
the question of property to be assessed and to that of 
the machinery for collecting the tax. But the difficul- 
ties are not insuperable, as will be seen from what 
follows. 

356. An examination of the systems of inheritance 
taxation in force in different countries reveals two main a mutation 
forms which these duties may take, mz . — 

•J ' _ succession 

(1) a transfer or mutation duty, which in principle 

is a duty payable by reason of the passing 
of property on death, regardless of its 
destination : the English estate duty is an 
example of this form ; and ' 

(2) an acquisition or succession duty. The succes- 

sion and legacy duties in England are an 
example of this form, under which the tax 
is levied by reason of the acquisition by a 
beneficiary of assets belonging to a deceased 
person. 

The mutation duty is levied because property has passed 
by death, and is graduated with reference to the total 
amount of property so passing. The legacy or succes- 
sion duty looks, not to the size of the estate left by the 
deceased, but to the size of the separate shares received 
by the beneficiaries, and as the windfall element 
increases with the distance of relationship to the 
deceased, it is often graduated further on that prin- 
ciple. 

357. On the subject of the joint family system under 

the Mitakshara law and the many different laws of ° 

inheritance in India, the Committee, as laymen, speak 
with diffidence. They are advised, however, that these 
two conditions generally put an acquisition duty on the 
lines of the English succession and legacy duties out of 
the question. The joint family is in the nature of a 
corporation which continues to exist and enjoy the 
property irrespective of the death of any particular 
member. Meanwhile, the systems of inheritance both 
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among the Hindus and among the Muhammadans 
recognise a plurality of heirs, and the calculations 
connected with the division of property among them, 
and more particularly the minute fractions into 
which the shares of particular heirs may run, would 
render the imposition of a succession duty, as distin- 
guished from an estate duty, impracticable. Nor 
would it be easy, in the medley of laws and customs 
of inheritance that exist side by side, to arrive 
at a uniform classification of heirs and a satis- 
factory scale of graduation according to relationship; 
which would apply to all communities in India. For 
these reasons also, a duty somewhat on the lines of the 
English estate duty appears to be more practicable, and 
may initially take the form of a transfer or mutation 
duty on death. 

A mutation 358. For the satisfactory working of such a duty, 
the recognition of a representative of the deceased, 
tion of the ' whereever practicable, on whom the responsibility for 
deceased. payment of the duty can be fixed, is desirable. A 

grant of representation can be made conditional on pay- 
, ment of the duty and enforced by suitable provisions 
calculated to prevent dealings with the assets of the 
deceased in the absence of a grant. In England, where 
a universal system of representation exists, the estate 
duty, so far as it is payable in respect of unsettled pro- 
perty, now largely collects itself, and the first know- 
ledge that the British fiscal authorites receive that 
estate duty is payable in respect of such property is 
often actually derived from the fact of payment of the 
duty. 

already Provisions already exist in the Indian law for 

required in a compulsory systcm of representation, but it is limited 
certain cases, regards the area affected, the communities to which 
it is applicable and the circumstances in which it 
operates. Under section 9 of the Administrator- 
General’s Act, 1913, the Administrator-General is 
required to take necessary proceedings to obtain letters 
of administration in every case in which a person not 
coming under the definition of an exempted person^ 

* Exempted persons under the Act are Indian Christians, Hindus, 
Muhammadans, Parsis, Buddhists or persons exempted by special order 
of^^the Grovernor-General in Council under section 332 of the Indian 
Sucbession Act, 1865, from the operation of that Act. 
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under the Act dies, leaving within his jurisdiction 
assets exceeding the value of Rs. 1,000, if no person 
entitled to the grant of probate or letters of administra- 
tion has applied for the same. The effect of this pro- 
vision is that universal representation is necessary in 
the case of all Europeans, Eurasians, Armenians, Jews 
or persons of foreign domicile who die testate or 
intestate, leaving within the jurisdiction of any 
Administrator-General assets exceeding Rs. 1,000. 
Sections 187 and 190 of the Indian Succession Act, 
1865, make probate and letters of administration 
indirectly compulsory in a few more cases. Under 
section 187, where a will exists, no right as executor or 
legatee can be established in a court of justice unless 
probate or letters of administration, with the will or 
with an authenticated copy of the will annexed, have 
been obtained, and under section 190, in the case of 
intestacy, no right to any part of the property of a 
• deceased person can be established in a court of law 
unless letters of administration have been obtained. 
'These sections, however, necessitate probate or letters 
of administration only in cases where rights are sought 
to be enforced in courts, and there are decisions to thfe 
effect that they apply only to claims made by plaintiffs 
and not to those made by defendants. Muhammadans, 
Hindus and Buddhists are exempted from the operation 
of these provisions, while under section 332 of the Act 
the Government of India have power to extend the ex- 
emption to members of any other race, section or tribe. 
The ISTative Christiau Administration of Estates Act 
VII of 1901 has since declared section 190 inapplicable 
to ' Native Christians b The result in effect is that, 
in the case of Parsis, letters of administration are now 
necessary both in the case of testate and intestate suc- 
cession, while in the case of Indian Christians, they are 
necessary only in the case of testate succession. Section 
2 of the Hindu Wills Act, 1870, has extended section 
187 of the Indian Succession Act to wills and codicils 
made by Hindus, Jains, Sikhs or Buddhists on or after 
tlie 1st day of September 1870 within the territories of 
the Tower Provinces of Bengal or the local limits of the 
ordinary civil jurisdiction of the High Courts at 
Madras and Bombay, and to such wills and codicils as, 
though made outside the above limits, relate to immov- 
able property situated within them. Except to this 
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extent there is no provision compelling probate or letters 
of administration either for Hindus or Muhammadans 
in the case of testacy or intestacy. 

In addition to the above provisions, certain laws, 
such as the Government Savings Banks Act, 1873, the 
Post Office Cash Certificates Act, 1917, the Provident 
Funds Act, 1897, the Imperial Bank of India Act, 
,1920, the Indian Companies Act, 1913, and the Indian 
Securities Act, 1920, indirectly enforce representation, 
as they contain provisions under which the production 
of probate or letters of administration can be insisted 
upon as a condition precedent to the payment of money 
or transfer of shares to the heirs of deceased persons. 
A Bill is now before the Imperial I.egislative Assem- 
bly, the aim of which is to enforce similar provisions in 
the case of claims made under insurance policies. 

The Succession Certificate Act, 1889, also contains 
provisions intended “ to facilitate the collection of 
debts on succession and afiord protection to parties 
paying debts to the representatives of deceased per- 
sons ’ ’ by prohibiting the passing or execution of any 
decree for a debt due to a deceased person except on 
the production of a probate or letters of administration, 
or a succession certificate under the Act. 

In the Bombay Presidency, a certificate under Bom- 
bay Regulation VIII of 1827 offers an alternative to a 
probate or letters of administration or a succession 
certificate. 

In all other cases it is at present optional to take 
out representation, but the instances which have been 
given show that, to some extent and for certain limited 
purposes, the principle of representation is already in 
force. 

360. The duties levied under the Court-fees Act on 
probates, letters of administration, succession certi- 
ficates, or certificates granted under Bombay Regula- 
tion VIII of 1827 — all of which for the sate of con- 
venience will hereafter be referred to as ‘ probate' 
duties ’ — though levied in the form of court-fees, par- 
take to some extent of the nature of the death duties of 
other countries. Prior to 1910, they were levied at the- 
flat rate of 2 per cent in respect of probates, etc.,, 
relating to properties exceeding Rs. 1,000 in value, but 
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by Act VII of 1910, the principle of graduation was 
introduced in the rates, which thereafter stood thus : 

Per cent. 

Where the amount or value of the property 
exceeded Ps. 1,000, hut did not exceed 

Es. 10,000 

Where the amount or value of the property 
exceeded Es, 10,000, hut did not exceed 

Es. 50,000 2 } 

Where the amount or value of the property 
exceeded Es. 50,000 .... 

The maximum has since been raised in Bengal, 
Bihar and Orissa and Assam to 5 per cent and was 
raised in Bombay for three years to 7 per cent. 

In spite of the limited scope of the duties, a con- 
siderable revenue is derived from them, which amount- 
ed in 1923-24 to 36 lakhs of rupees, distributed as 
follows : — 


Madras 


Es. ■ 

. 2,35,653 

Bombay 


. 13,84,438 

Bengal 


. 15,32,206 

Bihar and Orissa 


35,651 

Assam 


34,45T 

Punjab 


26,559 

United Provinces 


. 1,72,324 

Central Provinces and Berar 

19,170 

Burma 


. 1,83,804 


The high figure for Bengal is explained by the fact that 
the Hindu Wills Act is in force throughout the pro- 
vince. As a consequence, duty is levied in Bengal, not 
only on business assets and investments, but also on a 
considerable amount of real property. The value of 
real property which paid duty in lfeO-21 exceeded a 
crore of rupees. 

361. The existing duties are very inequitable in These taxes 
their incidence. This is determined, as already point- Sbi^in their 
ed out, by race, religion or locality. The assets in India incidence, 
of Europeans, Eurasians, Armenians, Jews and per- 
sons of foreign domicile must pay duty whether bhere is 
a will or not, or whether any right is sought to be 
established in court or not. The estates of Parsis, 
whether there is a will or not, and the estates of Indian 
Christians, where there is a will, must pay duty 
wherever the estate be situated in India, though only 
when a right is sought to be established in the courts. 
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The states of Hindus, where there is a will made in, or 
relating to, immovable property situated in the Lower 
Provinces of Bengal or the cities of Bombay or Madras, 
must also pay duty, but again only when a right is 
sought to be established in the courts. The estates of 
all Muhammadans who die testate or intestate, the 
estates of all Hindus and Indian Christians who die 
intestate, and the estates of all Hindus who die leaving 
wills not falling within the scope of the Hindu Wills 
Act need pay no duty, unless the parties themselves 
apply for and obtain probate or letters of adiriinistra- 
tration. 

Secondly, there is no just apportionment between 
large and small estates. In England, not only are 
estates not exceeding £100 exempt, but there is provi- 
sion for the payment of a fixed duty of 305. on small 
estates the gross value of which does not exceed £300, 
and of 505., which includes all other death duties, on 
estates of a gross value exceeding £300 and not exceed- 
ing £500. In India, on the other hand, a duty of 2 per 
cent has to be paid on the value of the smallest debt or 
security in respect of which a succession certificate is 
applied for, and in a majority of the provinces the 
probate duty of 2 per cent where due is payable on all 
estates of a value exceeding Rs. 1,000. Thus, not only 
ate certain classes of the community selected for taxa- 
tion, but the tax also falls with undue weight on the 
members of those classes which are least able to bear it. 
Tkeirexten- 362. The extension of these duties to the commu- 
pr^ed for cities to which they do not apply has often been advocat- 
undertke ed in the past, and is supported by a number of non- 
official witnesses who have given evidence before the 
Committee. Item (2) of schedule I of the Scheduled 
Taxes Rules is “ a tax on succession or on acquisition 
by survivorship in a joint family ”, and under part II 
of schedule I of the Devolution Rules, taxes included 
in the schedules to the Scheduled Taxes Rules are 
sources of provincial revenue. The expression “ on 
acquisition by survivorship in a joint family ” shows 
that the extension of the duties to Hindus was contem- 
plated. 

mie exten- 363. Apart from any question of taxation, the ex- 
ginerai tension of a general system of representation to the 
representation Communities in which it is not at present in force, 
tkTcomSrS! would be of manifest advantage to the communities 
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themselves. Their laws of inheritance recognise atiesconcem- 
plurality of heirs and interests requiring protection, - 
and this fact itself renders an intermediate representa- 
tion necessary. At present among the Hindus, the laws 
relating to adoption, self-acquisition, partition and 
reversionary rights give facilities for dishonest debtors 
or designing relatives to traffic in family dissensions 
when property passes at death. A system of universal 
representation would curtail these activities. In the 
case of both Hindus and Muhammadans it would be of 
practical value to the honest debtor as an indemnity. 

It would clothe the nearest relative or the person who 
has the greatest interest in the estate with a represen- 
tative capacity which could not fail to be of great use 
and assistance in dealing with strangers, either credi- 
tors or debtors of the deceased’s estate, instead of 
leaving the estate to be got in and distributed by such 
fortuitous means as might be available. Besides, 
where property had to be sold to discharge debts, or 
even for the purpose of making a division, the pur- 
chaser could deal with a duly appointed legal represen- 
tative instead of with a number of persons claiming to 
be interested in the estate : purchasers would obtain a 
more secure title, and this security would in turn lead 
to an enhancement of the value of the property. The 
fact of representation would thus save the estate from 
loss and spoliation. It would also solve a very difficult 
question which arises where a Hindu or Muhammadan 
suitor, plaintiff or defendant, dies, and it becomes neces- 
sary to appoint a representative to carry on the suit 
or to defend it. At present, it not seldom happens 
that persons uninterested in the property are placed on 
the record. The suit or proceeding goes on, much to 
the detriment of the property, which is left with no pro- 
per representative, to a decision which lacks the finality 
which decisions of courts should possess. Compulsory 
representation would also remove difficulties in the way 
of the transfer of shares belonging to deceased persons, 
the claiming of moneys due on insurance policies and 
similar matters. 

364. In the particular case of wills, it will be seen And was 
from the statement of objects and reasons to the Hindu 
Wills Act that a proposal to make probate universal by t?e° 

found favour as long ago as 1870, while the Civil 
Justice Committee have commented on the absence of 
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any such proyision in the following terms : — “ With 
no system which compels any person to place before a 
judicial tribunal a testamentary instrument within a 
reasonable time following the death of the testator, 
it is not unusual for wills to be put forward many years 
after.’ Wills are not required by law to be register- 
ed and the only way of preventing a spurious will being 
set up years after a man’s death is to require that wills 
should be admitted to probate before they are acted 
upon, and so to diminish the possibilities of perjury 
and fraud by bringing matters to a head within a fixed 
limit of time. The Committee added, however, 
“ Unfortunately when we come to consider whether 
probate of such wills should be made compulsory, the 
question of law reform meets a question of finance. . . 

. . Considering the matter entirely in the interests of 
the administration of the law, it appears to us, how- 
ever, to be a pity to rule out an extension of the pro- 
visions of the Hindu Wills Act to provinces outside 
Lower Bengal for purely financial reasons ”t. It is 
hoped that the proposals which will be made below are 
such as will provide for a suitable combination of the 
two objects. 

365. In the case of intestacy, the objection has been 
raised in the past that the introduction of a compul- 
sory system of letters of administration would impose 
upon a multitude of ppor and ignorant people in cases 
where there was no difficulty or dispute an unnecessary 
amount of trouble and expense.”* This presupposes 
a law of universal application. If, however, a fairly 
high limit of exemption be imposed, the objection 
vanishes and the operation of the law is limited to 
persons who are likely to realise its advantages. 

366. It is therefore recommended that, alike for the 
purpose of introducing a general inheritance tax in 
India on the lines of least resistance, and for that of 
removing the inequalities in the incidence ofi the exist- 
ing probate duties, and as a necessary measure of law 
reform, an attempt should be made to introduce into 
this country a system of representation on the lines of 
that in force in the United Kingdom, in other words to 


* Report of the Civil Justice Committee, page 469. 
t lUd, page 470. 

i Speech by the Hon’hle Mr. Stokes, dated 5th Jane 1879, in intro- 
ducing the Probate and Administration Bill, 1879, in the Council of the 
Governor-General. 
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extend the existing law of probate to all communities. 
To ensure the success of the scheme at the initial stages, 
the limit of exemption should be placed not lower than 
E-s. 5,000, and even on sums exceeding that figure, the 
duty payable should not be high. The duty may be in 
accordance with the following scale : — 




Amount in excess of 


Es 

Per cent 

6,000 . 

. Nil. 

6,000 

i 

10,000 

. 1 

30,000 

. . H 

60,000 

. 2 

1,00,000 

. 2i 

3,00,000 . 

. 3 

6,00,000 

. 4 

10,00,000 

. 6 

20,00,000 . 

. 6 


A maximum of 5 per cent already obtains in the 
provinces of Bengal, Bihar and Orissa and Assam and 
one of 6 per cent has been suggested in the Report of 
the Select Committee on the Court-fees Amending Bill 
now before the Central Legislature, 

Cases of estates under Rs. 5,000 should be governed 
by the existing law of probate, but should pay only a 
fixed duty of Rs. 5 instead of the rates at present pro- 
vided by the Court-fees Act. 

367. While it is desirable to effect the extension of The steps 
the existing law of probate to the communities that are 
at present exempted from its operation with as little to this, 
disturbance of the existing provisions as possible, it is 
not easy in the confused state of the law as above 
described to suggest means of doing so. 

The first step would appear to be to delete from the 
Bill now before the Central Legislature for the consoli- 
dation of the law applicable to intestate and testamen- 
tary succession the clauses exempting various com- 
munities from the operation of the provisions therein 
which reproduce sections 187 and 190 of the Indian 
Succession Act, 1865, subject to an exemption in the 
case of small estates. This would have the effect of 
rendering it impossible for any person to establish a 
right in a court to any part of the estate of a deceased 
person unless he had taken out probate or letters of 
administration. 
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In the next place, provision might be made prevent- 
ing mutation in respect of land, shares and other f ornis 
of property passing on death, of which a mutation is 
required for purposes of title, except on production of 
probates or letters of administration. 

In the third place, a provision might be introduced, 
such as is contained in section 37 of the English Stamp 
Act of 1815, 55, G-eo. Ill, Chapter 184, under which a 
penalty is prescribed for taking possession of, or 
administering the effects of, a deceased persoU without 
obtaining probate or letters of administration within 
six months of death, or two months after the termina- 
tion of any suit or dispute respecting the will or the 
right to letters of administration. 

It is probable that these three provisions would 
suffice to secure the taking of steps for representation 
in the great majority of cases, but to provide for the 
residue, it might be desirable to take the further step 
of extending the operation of section 9 of the Adminis- 
trator-Generaks Act to all communities with the 
difference that, whereas it is compulsory on the 
Administrator-General to take action in the case of the 
communities at present covered by it, it might be made 
optional for him to do so in respect of the rest. This 
modification is proposed because it is possible that to 
make it compulsory in all cases might, at least in the 
earlier stages, involve an extension of the operations of 
the Administrator-General and his agents such as 
would be neither practicable nor desirable. 

These provisions should be inapplicable throughout 
to estates of less than Es. 5,000 except in so far as they 
are applicable under the present law. 

368. The persons entitled to a grant should ordi- 
narily be those entitled to the same under the Probate 
and Administration Act; where the deceased had left 
a will, they would be an executor, if any ; a universal 
or a residuary legatee ; the person or persons entitled to 
the administration of the estate if the deceased had 
died intestate; any other legatee having a beneficial 
interest ; or a creditor. Where the deceased had left no 
will, administration of the estate might be granted to 
any person who, according to the rules for t}\e distri- 
bution of the estate applicable in the case of such 
deceased, would be entitled to the whole or any part of 
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such deceased’s estate. Where several such persons 
applied for administration, it should be in the discre- 
tion of the Court to grant it to any one or more of them. 
The usual provisions relating to the execution of a bond 
by the person to whom the administration was granted 
for the due collection and administration of the estate 
would continue. 

369. The effect of the above provisions would be to 
vest in the executor or administrator all property situat- 
ed in India of which the deceased was at the time of his 
death competent to dispose. They would not, however, 
operate to vest foreign property, settled property, or 
property passing by survivorship, including the pro- 
perty of a joint Hindu family. As regards foreign 
property, express provision might be made vesting such 
property in the executor or administrator, but as 
regards other properties which do not so vest, it would 
be necessary to provide that, to the extent that it is 
intended to include such properties in the scope of the 
charge, the executor or administrator should be bound 
to include them so far as he was aware of their existence 
in the affidavit leading to probate or letters of adminis- 
tration and to declare their value, if known. The duty 
would then be collected on an account to be furnished 
by the person in whom such property was vested and to 
whom it passed by survivorship. In the case of Hindu 
joint family property this person would ordinarily be 
the managing member or senior male member, but there 
would seem to be no objection to accepting an account 
from any responsible member of the family. For the 
purpose of determining the rate of duty payable, the 
value both of property which does and of property 
which does not vest in the executor or administrator 
should be aggregated. 

370. Subject to the provisions above stated, the 
principle of the law of estate duty in England might 
be adopted. In other words, where a deceased person 
dies domiciled in India, the duty should be chargeable 
on all his property, both movable and immovable, 
situated in British India and on his movable property 
situated abroad ; but where he is not domiciled in India 
at the time of his death, it should be chargeable on his 
movable and immovable properties situated in India, 
but not on any of the properties situated abroad. Dr. 
Paranjpye would agree with this provision only if for 
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the purposes of these duties a person who is employed 
and is ordinarily resident in India for two years before 
death is regarded as having been domiciled in India. 

As regards the locality of intangible property, the 
following general propositions of the English law may 
be accepted : — 

(1) The locality of a security payable to bearer or 

other security transferable by delivery is 
determined by the actual situation of the 
document of title at the time of death. 

(2) The locality of a security transferable by entry 

on a register an ordinary share in a 

' public company) is determined by the actual 
situation of the register. 

(3) The locality of a debt or other right enforce- 

able at law is the place where the right of 
recovery can be enforced. 

The difficulty of charging chattels in India has 
already been referred to. The Committee have no in- 
formation as to the extent to which chattels are actually 
charged under the existing probate law. They do not 
propose any general amendment of the law in this 
respect. But they think it would be well, at least on 
the first introduction of the law into rural areas, to 
have provision under which this class of property can 
be excluded from the charge by rules made under the 
law. 

371 . At present, in valuing the estate of a deceased 
person for the purpose of probate duty, allowance is 
made for debts, funeral expenses, property held in 
trust and other property not subject to duty. This may 
continue to be the law. 

372. It is desirable, in so far as it is practicable, 
to include within the scope of the duty gifts made 
within a year of death, which should be treated for 
purposes of this duty as part of the assets of the estate. 

373. One of the difficulties which have been raised 
in connection with the question of assessing the pro- 
perty of an undivided member of a Mitakshara joint 
family to an inheritance tax, has to do with the proce- 
dure to be followed in such assessment, whether it 
should be on the hypothetical basis that the Dayabhaga 
law is in force, or whether the property should be taxed 



t3iily on the death of the managing member, or whether 
the share of the deceased person should be taxed avS if 
a partition had taken place on the day of his death. 

The most acceptable alternative is undoubtedly the last 
one, as otherwise the duty would in efiect have to be 
levied on properties not passing on the death of the 
deceased. 

374. It is sometimes urged that inheritance taxa- The objection 
tion ought not to apply to the property of a Mitakshara no^ncoeSi^ 
joint family on the ground that, on the death of a co- in a joint 
parcener belonging to such a family, there is no muta- 

tion or acquisition which gives occasion for the levy of 
a duty. But it cannot be denied that a member of a 
Mitakshara joint family possesses a beneficial interest 
in the properties of the family during his. lifetime, 
which he can sell or mortgage, and in some provinces, 
even^ dispose of by gift, and of which he can get a 
partition during his lifetime by suit, or eJffect severance 
by a mere unequivocal declaration communicated to the 
other members of intention to hold separately. This 
interest clearly passes on the death of the member, and 
is therefore a proper subject for a tax in the nature of 
a mutation duty. In the similar case in England, 
where property or an interest in property passes by 
survivorship, it is valued for purposes both of estate 
duty and succession duty. Again, in the Bill to amend 
the Court-fees Act now before the Central Legislature, 
it is expressly provided that, if any member of a joint 
Hindu family governed by the Mitakshara law applies 
for probate or letters of administration in respect of 
the estate of a deceased member of the joint family, 
such estate shall not be deemed to be property held in 
trust, and the applicant shall pay a fee on the value of 
the share in the joint family property which the deceas- 
>ed would have received if a partition of the property 
had been made immediately before his death. In the 
•opinion of the Committee, this provision is based on 
the correct principle that there is no objection to sub- 
jecting to duty property or an interest in property 
passing by survivorship on the death of a co-parcener 
in just the same way as property or an interest in pro- 
perty passing by inheritance is so subjected. 

375. The argument that, owing to the death of The case of 
■minor co-parceners, the occasions for the levy of the 
(.du-tywuld be much more numerous under Hindu Law 
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than under other systems of law, may be met by provid- 
ing that, in the case of property belonging to a 
Mitakshara family, no duty shall be charged on the 
death of minors who have any male ascendants living. 
In the case of separate property, however, no such 
exemption should be made. 

S^Maiabar Malabar tarwad is peculiar in 

tarwad.^ that the right of an individual member thereof to 
demand or enforce a partition is not recognised, and 
that, except with the consent of all the members, there 
can never be a partition. The only alternative as. 
regards the property belonging to such a body is to levy, 
instead of an inheritance tax as above described, an 
annual tax of the same nature as the corporation tax in 
England, the minimum limit of exemption being depen- 
dent on the number of people supported by the tarwad. 
Oral parti. 377. Xo prevent evasions of the duty on shares of 
rX^Sh- deceased members by allegations of oral relinquish- 
ments or partitions, it should be provided that no parti- 
recoded. tion or relinquishment of family/ rights would be re- 
cognised for the purpose of the duty except those 
represented by registered instruments. 

378. Settled property in respect of which the settlor 
an retains any beneficial interest should, on the death of 

the settlor, be treated as part of his estate to the extent 
of such interest, but thereafter such property should be* 
exempt from duty during the continuance of the settle- 
ment and until it passes into the hands of some person 
competent to dispose of it. A similar provision may 
be made to cover the case of a private wakf made partly 
in favour of the person who ma,kes it. 

Valuation for 379. Valuation of properties for purposes of death 

purposes o g}iould be in accordance with the market value at 

the date of death. To prevent inquisitorial enquiries 
as to valuation of chattels and harassment by officials 
administering the tax, provision should be made em- 
powering Local Governments to make rules for the ex- 
emption of chattels, not being the stock-in-trade of any 
trade or business, and for the arbitrary valuation of 
land in specific areas or in classes of cases. 

MacBiiieiy 380. An objection that has from time to time been 
universal extension of the existing law of 
probate and letters of administration is that the existing 
number of courts would be insufficient to cope with the 



291 


work that would be involved. At present only District 
Judges have jurisdiction in granting and revoking 
probates and letters of administration, though the High 
Court has power to appoint from time to time such 
judicial officers within any district as it thinks fit to 
act for the District Judge as delegates to grant probates 
and letters of administration in non-contentious cases 
within such local limits as it may from time to time 
prescribe. It may be pointed out that, in the event of 
the proposals above made being adopted, the bulk of 
the cases involved would be uncontested, while the 
diminution in other kinds of litigation consequent on 
the introduction of a universal system of representation 
would to some extent compensate for the expenditure 
of time on this work. Further, if probates and letters 
of administration are made universal, District Munsifs 
and Subordinate Judges may be given jurisdiction up 
to limited amounts. In addition, Probate Registrars 
may be appointed to deal with non-contentious cases 
within such localities as may be prescribed. They 
should preferably be officers connected with the Revenue 
Department. Applications for probate and letters of 
administration and accounts in the case of joint family 
property should ordinarily be presentable only to them. 
In contentious and doubtful cases, they should be 
required to transmit a statement of the case to the 
Court having jurisdiction and to proceed thereafter 
according to the instructions issued by the court. In 
other cases they should have power of disposal. There 
should be a right of appeal against the orders passed 
by the Probate Registrars and District Munsifs"^ to 
District Judges and from Subordinate Judges! and 
District Judges to the High Court, in the manner 
provided by section 86 of the Probate and Administra- 
tion Act, i881. 

381 . The duty should be paid by means of a stamp 
affixed to the affidavit leading to the grant of probate or 
letters of administration. Probate Registrars and 
Courts should have power to issue grants even in cases 
where the full stamp had not been paid, and to require 
the person entitled to the grant to execute a bond for 
the due payment of the duty. Courts should have 
power to transmit cases to the Probate Registrars for 

* In Bombay 2nd class Subordinate Judges. 

t In Bombay 1st class Subordinate Judges. 

X 2 
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the purpose of valuing properties or obtaining bonds^ 
and on their certificates that the proper duty had been 
paid or that a satisfactory bond had been obtained 
therefor, to issue probates or letters of administration. 
In the case of joint family properties, the account 
furnished by the managing member should similarly be- 
liable to be stamped with the requisite duty, the officers- 
concerned being given power to take bonds whenever’ 
expedient. 

382. It only remains to consider the question of the* 
authority which should carry out the proposed legisla- 
tion. Tinder the Scheduled Taxes Eules the power to* 
impose a tax on succession or on acquisition by survi- 
vorship in a joint family has been given to local legis- 
latures, principally, as the Committee understand, 
because it was contemplated that duties of this kind 
would be collected in stamps, and stamps are a provin- 
cial source of revenue. Even in this limited aspect of 
the question differences have already arisen through the 
changes made under the Court-fees law in the rates of 
duty payable under articles 11, 12 and 12-A of 
schedule 1 to the Court-fees Act, and in the Bill recent- 
ly introduced for the purpose of revising that Act the 
Government of India have proposed to restore unifor- 
mity in this matter. While such uniformity is desirable 
from the purely taxation aspect of the question, it is 
even more so from another aspect. The proposal now 
made is to extend the law of probate to communities to 
which it is not now applicable, and while any local 
legislation in that direction would require the previous 
sanction of the Governor-General, inasmuch as it 
would involve the amendment of enactments included 
in the schedule to the Local Legislatures (Previous 
Sanction) Eules, it is at the same time obviously highly 
undesirable that changes affecting the personal law of 
communities should be made by local legislatures in a 
manner which might result in different provisions for 
the same community in different parts of India. On* 
both these grounds, therefore, the Committee would 
recommend that legislation dealing with the whole 
question should be undertaken by the Central Legist 
lature. 
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CHAPTER XIII.— LOCAL TAXATION. 

383. While all taxes are in a sense payments for 
services rendered directly or indirectly by the govern- 
ing authority to the tax-payer, this feature is present 
in a much more conspicuous degree in the case of local 
taxation than in that of taxes levied for the general 
purposes of the State. Some local taxes are specifically 
levied for the purpose of procuring particular ameni- 
ties for the inhabitants of particular localities and 
earmarked for the purpose. Others are levied for pur- 
poses of a more general character. This distinction 
has led to the classification of local services into two 
categories entitled * beneficial " and ‘ onerous ’ , which 
were distinguished by the Royal Commission on Local 
Taxation, 1901, from whose report the following is an 
extract : — 

“ We believe that the only method which can 
secure fair play all round is consistent adher- 
ence to a principle which has often been put 
forward in discussion, but to which insuffi- 
cient regard has frequently been paid in 
practice. That principle is the distinction 
between services which are preponderantly 
National in character and generally onerous 
to the rate-payers, and services which are 
preponderantly Local in character and confer 
upon rate-payers a direct and peculiar bene- 
fit, more or less commensurate with the 
burden. The distinction cannot, it is true, 
be drawn with absolute logical precision. In 
many cases it is plain enough, e.g,, just as 
water-rates are held to be payments for 
service rendered rather than taxes, so also it 
is clear that drainage works are a local benefit 
of a similar kind. But in other cases, the 
two elements are combined in different 
degrees, since almost all useful local expen- 
diture is indirectly advantageous to the 
country at large. But a service may be called 
properly local when a preponderant share of 
the benefit can be directly traced to persons 
interested in the locality. On the other hand, 
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universality and uniformity of administra- 
tion is generally a mark of a national service, 
because such, administration does not confer 
special benefit on special places. Again, the 
presumption is that a service is national 
when the State insists on its being capied 
out, and on a certain standard of efficiency 
being reached.’" 

A slightly different terminology was adopted by the 
Departmental Committee on Local Taxation appointed 
in 1912, as tbe terms ‘ beneficial ’ and ‘ onerous ’ had 
given rise to considerable confusion of thought in 
regard to the proper amount of assistance to be given 
by the State to local authorities. This Committee 
divided locally administered services into two classes — 

(1) Local services, i.e., those which are carried 

out and controlled almost entirely by local 
authorities in the interests of their respec- 
tive localities and are not to any marked 
extent for the benefit of the nation as a 
whole; and 

(2) semi-national services, or those which are 

administered by local authorities, but in 
which the State has at the same time so 
marked an interest in their efficiency as to 
justify a claim to the supervision of their 
administration . 

The nature of 384. Ill endeavouring to see what principles 
underlie the systems of local taxation in other coun- 
tries. tries, it will perhaps be useful, instead of examining 

the systems country by country, to attempt to arrive at 
general conclusions as to the nature of the local self- 
governing bodies, the nature of the functions which 
they perform and the manner in which they are fur- 
nished with funds for the purpose. It is proposed to 
take as examples the local self-governing bodies of the 
United Kingdom, France, Prussia and Japan. 

The unit of administration is generally something 
corresponding to the Indian village, namely, the parish 
in England, the commune in France and Prussia, and 
the village in Japan. This is generally governed by 
a council with an elected head. The villages are 
grouped for purposes of assessment of taxes into unions 
in England, arrondissements in France, circles in 
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Prussia and counties in Japan. There are other 
groupings for electoral, judicial and other purposes, 
but these have little concern with local self-govern- 
ment. The next effective grouping for that pur- 
pose is into counties in England, depart ements 
in France, provinces in Prussia, and prefectures 
in Japan. These groups are governed by councils pre- 
sided over by the Chairjnan of the County Council in 
England, the prefet in France, the ' Chief President ' 
in Prussia and the Prefectural Governor in Japan. In 
the case of towns, a similar organization obtains with 
a slight alteration in name, and there is much less 
difference inade than in India between the local ad- 
ministration of the towns and that of the rural areas. 
There are of course many minor differences in the or- 
ganization of the bodies, only the chief points of simi- 
larity of which have been brought out. The latter are 
the points which are most instructive for the present 
purpose, 

385. The services performed are very similar in all 
cases and may be divided into six large groups as 
follows : — 

{a) Education, including libraries, museums, and 
picture galleries; 

(5) public health, including water-supply, drain- 
age, hospitals, conservancy, town improve- 
ment, lighting and regulation of traffic, 
housing of the working classes, registration 
of vital statistics and vaccination; 

{c) communications, including highways, paths, 
and bridges; 

{d) poor relief, including the maintenance of 
pauper lunatics and defectives, the provi- 
sion of asylums and the care of the unem- 
ployed ; 

{e) police, including prisons, lock-up houses, and 
assize courts; 

(/) agriculture, including rural industries, 
diseases of animals, and destructive insects 
and pests 

There are, of course, several cases in which the 
bodies in question perform only a part of the functions 
included in this list, while on the other hand in some 
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cases important additions have been made to it. For 
instance, in Prussia the local bodies take a large share 
of the administration of the State insurance scheme 
against ill-health, old age and disability. In Japan, 
the local authorities collect some of the prefectural 
and central taxes, receiving a subsidy to cover the 
cost of collection. Similar bodies in many countries 
perform functions connected with the elections to the 
central legislative bodies, such as the registration of 
electors. 

The local bodies do not undertake the whole of the 
responsibility for the services referred to, but where 
they do, the first and main responsibility is on them. 
In the case of the police, the authority is divided. In 
England, the State undertakes the control of the police 
forces and makes contributions from the central Ex- 
chequer, and the local authorities maintain the police 
forces and meet the expenditure. In France, the State 
undertakes the maintenance of the general police force 
of the country, and the local authority the rural police. 
In Prussia, in the larger towns, there is usually a State 
police organization; in the smaller towns the police 
are partly State and partly municipal; while in very 
small towns the police are completely under municipal 
control. In Japan, the police are attached to the pre- 
fectural Government except in Tokyo-fu, where the 
Metropolitan Police Board is under the direct control 
of the Home Office. The expenditure on police is met 
by the prefecture, and no part of it is borne by the 
cities or towns and villages. 

386. In the matter of finance, there is much more 
difierence between the systems of the countries taken as 
examples than in the matter of the constitution of the 
bodies or of the functions assigned to them. In Great 
Britain, the chief source of the revenues is taxation, 
generally rates on land in Prussia it is income from 
land and property belonging to the communes; in 
France it is taxation, largely levied on trade and in the 
shape of surcharges on the State taxes; and in Japan, 
which follows the French method, the main dependence 
is on siirtaxes. There is, however, more similarity in 
the sources of the revenues than would at first sight 
appear. Thus, in all cases there is a large dependence 
on taxes on land and other property. In Great 
Britain, this amounts to about 63 per cent of the whole 
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revenue, and to about twenty-five times the amount of 
the land tax. In France, the four old taxes vs?^hich once 
formed the mainstay of the State revenues have since 
1917, when the schednlar income-tax became effective, 
been made sources of local revenue. The first three of 
these were all taxes on land and property, mz., the tax 
on land and houses {contribution fonciere), the tax on 
the letting value of houses occupied by the tax-payer 
{contribution 'personnelle mobiliere), and the tax on 
doors and windows {contribution des portes et des fene- 
tres). In Prussia, from 1893 to 1923 the whole of 
the taxes on land and buildings were made over to the 
local bodies, which still receive the bulk of the pro- 
ceeds. In Japan, the rate on property is the chief 
of the local taxes. 

The next principal item of revenue was until re- 
cently derived from surcharges on State taxes. Thus, 
in France there was a surcharge on the principal items 
of State taxation. In Prussia, the income-tax for 
local purposes is levied in the form of a percentage 
addition to the State income-tax. In Japan, cities, 
towns and villages levy surcharges on the four national 
taxes, i.e., land, income, business and mining, and on 
the prefectural taxes such as the household rate and 
house tax. 

Other sources consist of licenses for places of enter- 
tainment, taxes on carriages and vehicles, and other 
fees and tolls. 

387. The development of local self-government in The develop- 
India in its present form commenced in the three Presi- L^ai siif- 
dencj towns which were the earliest to come under Oovemment 
British rule. A Corporation was established by Royal 
Charter in Madras as early as 1687 on the model of Corporaidons. 
similar institutions then existing in England. It was 
empowered to levy taxes, but the first attempt to impose 
a direct tax was strongly resisted by the inhabitants, 
and ultimately the Mayor was compelled to ask for per- 
mission to levy an octroi duty on certain articles of 
consumption to meet the cost of cleaning the streets. 

Similar institutions were introduced in Bombay and 
Calcutta in 1726, but it was not until 1793 that the 
municipal administrations were placed on a statutory 
basis by the Charter Act of that year, which empowered 
the Governor-General to appoint Justices of the Peace 
for the Presidency towns from among the company’s 
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servants and other British inhabitants. These 
Justices of the Peace were authorised to levy taxes 
on houses and lands to meet the cost of scavenging, 
police and maintenance of roads. The constitution of 
these bodies was widened between the years 1840 and 
1853 by a limited introduction of the elective principle, 
but the privileges were withdrawn in 1856, when muni- 
cipal functions were concentrated in a committee con- 
sisting of three nominated and salaried members. 

388. The second stage in the development of local 
self-government in India, namely, the introduction of 
municipal institutions into mufassal towns, begins 
with a Bengal Act of 1842 which, however, proved in- 
operative since its introduction in any town required 
the voluntary application of two-thirds of the house- 
holders. Its place was taken in 1850 by an Act appli- 
cable to the whole of India, under v/hich provision was 
made for the levy of indirect taxes. This was brought 
into effect in several towns in the North-Western Pro- 
vinces and Bombay, where the existence of a moturpha 
and town duties under the Mahratta Government had 
familiarised the people with municipal taxation. It 
was, however, never utilised in Madras, where volun- 
tary associations for sanitary and other municipal pur- 
poses took the place of regularly constituted muni- 
cipalities. In Bengal, the Town“ Police Act of 1856 
permitted the levy of taxation for conservancy pur- 
poses. 

The next stage in the growth of municipalities 
owed its inauguration to the report of the Eoyal Army 
Sanitary Commission, published in 1863, which, 
though primarily dealing with Army affairs, drew 
prominent attention to the filth}?' condition of the towns. 
In the six years following the publication of this report 
a series of Acts were passed providing for a wdder ex- 
tension of municipal administration, and a number of 
municipalities were constituted in every province. 

389. In the meanwhile, a parallel development of 
local institutions in rural areas was taking place. 
Voluntary associations for local improvements in rural 
areas had already been in operation for some time in 
Madras and Bombay, but the levy of rates for local 
purposes was not authorised by statute in any part of 
India until 1865, when an Act authorising the imposi- 



299 


tion of a cess on land and a tax on houses in Sind was 
passed. A similar Act was passed in Madras in 1866 
and Bombay followed suit in 1869. 

390. The scheme of financial decentralisation intro- The Acts of 
duced by Lord Mayo's Government in 1871 was the 

next important step in the progress of local self-gov- 
ernment. The most prominent features of this scheme, 
so far as municipalities were concerned, were the ex- 
tension of municipal activities and the introduction 
of the elective principle. Many of the municipalities 
were also simultaneously relieved partly or wholly of 
their expenditure on police Acts were at the same 
time passed for Madras, Bengal, the North-Western 
Provinces and the Punjab for the purpose of establish- 
ing local bodies for rural purposes on a firm basis . Tn 
Madras the country was divided into local fund circles, 
and consultative boards nominated by the Government 
and under the presidency of the Collector were consti- 
tuted to administer the affairs of these circles. The 
Bengal District Road Cess Act of 1871 provided for 
the levy of a rate on real property for the improvement 
of communications and established local bodies the 
members of which might either be nominated or elected 
by the rate-payers. Similar Acts were passed in the 
United Provinces and the Punjab. 

391 . The next and perhaps the most important 
land-mark in the development of local self-government in 

is associated with the Government of Lord Ripon. eigiitiea. 
The Government of India in May 1882 issued a reso- 
lution in which they indicated the lines on which the 
future development of municipal and rural boards 
should take place. Almost all the municipalities were 
relieved of the burden of maintaining the town police, 
and some items of provincial revenue, which were cap- 
able of development under local management, were 
transferred from the provincial accounts with a pro- 
portionate amount of provincial expenditure for local 
objects. A wide extension was given to the elective 
system and many municipal councils were permitted 
to elect non-official chairmen. The Government of 
India pointed out in the resolution that the district 
committees or boards had been a failure mainly owing 
to the inadequate ‘ ‘ attendance of members possessing 
local knowledge of outlying parts of the district with 
the result that undue attention was paid to the area 
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adjoining tlie district headquarters/’ They suggested 
that, in introducing legislation for the constitution of 
rural boards, the smallest administrative unit — the 
sub-division or the taluk or the tahsil — should ordi- 
narily form the maximum area to be placed under a 
local board. The boards were also to contain a large 
preponderance of non-official members, chosen, where 
practicable, by some system of election. 

This resolution resulted in the passing of fresh Acts 
in all the principal provinces between 1883 and 1885 
for the reorganization of municipalities and rural 
hoards on the lines suggested by the Government of 
India. The primary functions of the municipalities 
under these Acts were — 

(1) the construction, upkeep and lighting of 

streets and roads, and the provision and 
maintenance of public and municipal build- 
ings; 

(2) public health, including medical relief, vacci- 

nation, sanitation, drainage and water- 
supply, and measures against epidemics ; 

(3) education. 

The principal sources of revenue were — 

(1) octroi, principally in Northern India, Bombay 

and the Central Provinces; 

(2) taxes on houses and lands in Madras, Bombay, 

Bengal, Burma and the Central Provinces ; 

(3) a tax on professions and trades in Madras and 

the United Provinces; 

(4) road tolls in Madras, Bombay and Assam; 

(5) taxes on carts and vehicles ; 

(6) rates and fees for services rendered in the 

shape of conservancy, water-supply, mar- 
kets and schools. 

The services entrusted to rural boards were similar 
to those made over to municipalities, the principal 
being communications, education and sanitation, and 
occasionally famine relief. The main income of these 
boards was derived from a cess on land, which was 
collected by Government agency along with the land 
revenue, the proceeds being subsequently adjusted to 
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the credit of the boards. In some provinces, however, 
a portion of the cess was utilised for provincial pur- 
poses. 

392. Such was the state of affairs when the Royal The Decea- 
Commission on Decentralisation in India was appoint- commSSn, 
ed in 1907. The recommendations of this Commission 

were responsible for a further development of local 
self-government in India. The principal recom- 
mendations in relation to municipalities were that 
municipal councils should ordinarily contain a sub- 
stantial elective majority and should usually elect their 
own chairmen, that the municipalities should have 
full powers in regard to taxation within the limits of 
the laws, and that they should have complete control 
over their budgets, subject to the maintenance of pre- 
scribed minimum balances. The Commission recom- 
mended the extension of similar financial privileges to 
rural boards, and the apportionment of the cess on cer- 
tain lines among the district boards and the sub- district 
or taluk boards. 

393. The most important recommendation of the vmage pan- 
Commission, however, was in respect of village pan- cWats. 
chayats. The village in India has been from time 
immemorial the unit of revenue administration and has 
survived all changes in the upper structure of the Gov- 
ernment. Under pre-British administrations the 
village was practically an autonomous body, since the 

rulers never interfered with the village organization 
and generally fixed the responsibility for payment of 
the State revenue on the village itself or some large 
landholder. Under British rule, the village lost part 
of its autonomy and some of its characteristic features 
owing “ to the establishment of local civil and criminal 
courts, the present revenue and police organization, 
the increase of communications, the growth of indi- 
vidualism and the operation of the individual ryotwari 
system which is extending even in the north of India. 

It still continues to be the unit of ndniinistration for 
revenue purposes, and in many provinces it maintains 
its own police, but except in a few cases it has ceased 
to be a unit of admistration for purposes of 
local self-government. The desirability of reviving the 
village panchayats for the administration of local 

* Beport of the Royal CommiBsion on Decentralization, paragraph 
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affairs was very strongly urged by the Decentralization 
Commission of 1909 in the following terms : — 

'"We are of opinion that the foundation of any 
stable edifice which shall associate the people 
with administration must be the village, as. 
being an area of greater antiquity than ad- 
ministrative creations, such as tahsils, and 
one in which the people are known to one an- 
other and have interests which converge on 
definite and well-recognised objects like- 
water-supply and drainage. It is probable- 
indeed that the scant effort hitherto made to 
introduce a system of rural self-government 
is largely due to the fact that we have not 
built up from the bottom. 

It was a long time, however, before these recom- 
mendations took effect, and the next group of Acts re- 
lating to local self-government were passed about the- 
period of the Reforms. The general tendency of these- 
is to increase the taxation powers of local bodies and 
to relieve them of official influence and control. Acts 
have also been pa*ssed for the constitution of village 
panchayats, which have been given certain limited 
powers of taxation and have been entrusted with cer-^ 
tain specific duties connected with village affairs. 
There has been noticed one important group of them 
in Bengal, Bihar and Orissa, where the line of deve- 
lopnient has been to take over again the old functions 
of village police and to develop the chowMdari tax 
into a tax for general and local purposes . In Madras, 
a far wider discretion in the matter of taxation and 
of functions has been given, and though the panchayats 
are not yet very numerous, the scope of their activities, 
in the matter of imposing taxation on the villages is 
already remarkable. The following represents an 
attempt to classify the taxes so far imposed : — 

{a) A house tax based on — 

(1) capital value, 

(2) nature of structure (terraced, tiled or- 

thatched), 

(3) linear dimensions, and 

(4) annual rental value. 

Report of tlie Royal Oommission on Decentralization, paragrai)Ti, 
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’ih) Taxes on professions based on — 

(1) class of business, such as money-lenders, 

petty traders, tanners, renters of toddy 
shops ; 

(2) the income of the individuals; and 

(3) the value or quantity of articles sold in 

the case of tra,desmen, as, for instance, 
a charge on each gallon of liquor sold, 
or per cart-load of rice or paddy sold 
by the grain merchant. 

•(c) Fees for the occupation of cattle-stands, 
threshing-floors, village-sites, cart-stands, 
markets, market-sites, slaughter-houses, 
choultries, chattrams, travellers’ rest- 
houses. 

>{d) License fees on tea-houses, coffee shops, re- 
freshment rooms, brick kilns, oil r.dlls, 
hides or skin depots, and travelling shows. 

{e) Fees which are in the nature of an octroi or 
import duty, as, for instance, small charges 
on grain exported or articles imported into 
the village, the unit of assessment usually 
being a cart-load. 

(/) A light poll tax for general or specific purposes 
and sometimes graduated according to the 
income of the family, as, for instance, a tax 
per family per month to meet the cost of 
watching the drinking water tank. 

(g) A tax on land on an acreage basis for specific 
purposes, such as clearing channels. 

(A) Special fees for each house for specific pur- 
poses, such as scavenging. 

The taxation powers of panchayats in Bombay and 
•other provinces are somewhat similar, though the 
■discretion given in respect of the nature of the taxa- 
tion to be imposed is much less all-embracing than in 
the Madras Act of 1920. 

394. It will be observed from this brief sketch of The process 
the growth of local self-government in India that, as 
in the case of the relations between the Government of that which 
India and the provinces, so at every stage from the 
^Provincial Government down to the village panchayats, Europe. 
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the process has been, not that of a federation of smaller 
units into a large unit to deal with common interests 
which they cannot deal with individually, but the much 
more difficult process of devolution of powers by the 
larger unit to the smaller ones. In the case of the 
towns, local self-government began in the big cities, 
to be followed later by extension to the larger towns 
in the mufassal, and later to what v/ere known as vil- 
lage unions or notified areas, that is to say, areas in 
which it was competent to the Local Government to 
bring portions of the municipal law into force by noti- 
fication. In rural areas the original unit was the 
District Board. When it was found that that was 
unwieldy and had a tendency to divert its attention 
too much to the headquarters, some of its powers and 
funds were transferred to bodies representing portions, 
of districts, known in some provinces as local and in 
others as taluk boards. Even these were found too 
large to be of use to the villages, and during the last 
few years there has been a tendency for the revival 
of the village panchayat. The process in Europe has 
been the exact reverse. The growth was from the 
parish or the comrmine to the union, from that to the 
county, and so upwards. As a consequence, it is 
found that there are as many as 14,427 parishes in 
England and Wales, and 37,963 communes in Erance,. 
each with an independent local body, that is to say, 
one local body to every 4 square miles in England, and 
to every 6 square miles in France. In India there are 
682 local boards, or one to 1,494 square miles, and, 
though village panchayats are slowly growing, the 
numbers that have been constituted under the Acts are 
still small; for instance, in Madras with its 52,198 
villages there are 709 panchayats so far registered in 
the Presidency. These are considerations that have 
a very important bearing on the question of taxation, 
since unquestionably the facility for raising contribu- 
tions for local purposes increases as the size of the 
unit of taxation decreases. 

395. Another important feature of the history of 
local self-government in India consists in the gradual 
severance of it from all connection with police func^ 
tions. It has been seen that in Europe these functions 
form an important part of the local administration, 
and that in India they did so throughout the earlier 
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stages. As local bodies grew in power, however, a 
tendency arose to relieve them of these functions, partly 
because of their lack of funds, and partly because of 
the policy of centralisation. Of late years, there has 
been a tendency to revert to the older policy as followed 
in Europe, and as late as 1921 there was appointed a 
committee in Calcutta to examine the question of the 
levy of a rate for police purposes in the city. Mean- 
while, in rural areas, especially in the permanently- 
settled provinces, the tendency has been to revert to 
the older plan of making the village police a local 
charge. As will be seen from the remarks in the 
chapter on Capitation and Apportioned Taxes, this is 
a tendency which, in the opinion of the Committee, is 
in the right direction. 

396. It is now proposed to examine in somewhat 
more detail the taxes levied by these various classes of 
local authorities. They may be grouped under the 
following heads : — 

(1) Taxes on trade. 

(2) Taxes on property. 

(3) Taxes on persons. 

(4) Fees and licenses. 

Taxes on Trade. 

397. The main source of municipal taxation is a 
matter in respect of which the differences between the 
provinces on the north and west of India and those 
on the south and east are as great as those between 
France and England. 

The alternatives are the indirect octroi and ter- 
minal taxes and the direct taxes on houses and persons. 
Out of 772 municipalities in all India, 48 in the 
United Provinces, 100 in the Punjab, 40 in the Central 
Provinces, 121 in the Bombay Presidency and 6 in the 
North-West Frontier Province have one of the indirect 
taxes as their principal source of revenue, while 81 
municipalities in Madras, 114 in Bengal, 57 in Bihar 
and Orissa, and 56 in Burma place their main depend- 
ence upon direct taxes : It is proposed to examine 
these sources of revenue in turn, taking the indirect 
taxes first. 


The taxes 
levied in. 
India fall 
into four 
groups. 


Taxes on 
trade. 
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398. Octroi and its modification, the terminal tax, 
are very ancient and primitive taxes, which have been 
abolished in most advanced countries. In the form 
in Avhich they are levied in India they offend against 
all the canons of taxation. They are uncertain in their 
incidence. Their collection and the system of refunds, 
which forms an essential feature of the octroi, puts the 
person paying the tax to a great amount of inconve- 
nience. Where they are imposed on the necessaries of 
life, as in India, they do not proportion the burden to 
the means of the payer, and the expense of collection 
and the facilities for fraud are disproportionately 
large. With numerous bodies each independently 
taxing trade, it is impossible to know what are the 
burdens trade is really carrying, and quite impossible 
to ensure their being adjusted in any way fairly among 
different articles and goods. The popularity of these 
taxes is due to the fact that their incidence is shifted 
and that it is very difficult to determine on which classes 
the burden ultimately falls. The collection of the 
terminal tax through the railway agency has removed 
all the administrative difficulties inherent in a system 
of octroi, and there is a tendency among municipalities 
to resort to the tax whenever they are in financial diffi- 
culties, because the local authority can in this case 
transfer the odium of collection to the railway com- 
pany. The tax is also very defective from the edu-‘ 
cative point of view, since it does not encourage a 
sense of responsibility among the electors, who do not 
directly feel the burden of the tax. Sir Josiah Stamp 
sums up the case as follows : — 

'' In my judgment, both theoretically and on the 
result of experience, no country can be pro- 
gressive that relies to any extent upon octroi, 
which has nearly every vice."' 

399. The history of these taxes is one of many 
expressions of pious opinion, accompanied by little in 
the way of practical action. They are the direct suc- 
cessors of the tran-sit duties, the continuance of which 
was one of the scandals of earlier British rule in India, 
and the abolition of which by Lord Ellenboroiigh freed 
the trade of the country from an intolerable burden. 
As early as 1864, Sir Charles Trevelyan pointed out 
the danger that existed of the old transit duties being 
replaced by a similar evil in the shape of town duties. 
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and resolutions purporting to limit the operation of 
the latter were issued by the Government of India in 
1864, 1868, 1877, 1899 and 1903. The following are 
some of the more important features of the policy laid 
down : — 

{a) The tax was to be restricted to a few articles 
of local consumption, and the necessaries of 
life were to be taxed moderately. 

(6) The octroi levied was to be refunded in the 
case of dutiable articles which were re-ex- 
ported. 

(c) Municipalities were to provide bonded ware- 
houses or other conveniences for the storage 
of goods in transit. 

{d) Certain articles, such as salt, opium, liquors, 
articles liable to customs duty and imported 
by sea into India, and property of the Gov- 
ernment were to be exempted from the tax. 

In 1908 a committee, which was appointed in the 
United Provinces to make an exhaustive examination 
of the question, recommended the abolition of the octroi 
and the substitution of a terminal tax on imports, sup- 
plemented by direct taxation, which was ultimately to 
replace it. These proposals were generally approved, 
but the vis inertice of the local bodies administering 
the taxes seems to have prevailed, and although some 
took action on the lines recommended by the Committee, 
several even of these have since retraced their steps. 

Meanwhile, the Government of India in a resolution 
of 1917 resiled from their former policy and agreed 
that the conversion of octroi into terminal taxes should 
not be regarded as a step towards direct taxation. 
Soon after this came the Reforms, and with them the 
transfer of the control of local self-government to re- 
sponsible Ministers, and the last few years have wit- 
nessed a number of proposals which seem to threaten 
the reintroduction of a system of affairs not dissimilar 
to that which prevailed under the old transit duties. 

400. It is difficult to disentangle these various ten- 
dencies, but the following may be noted : — 

(1) All pretence at imposing low rates on a few 
main staples has been given up and the 
Municipality of Nagina, for instance, in a 


The latest 
tendencies. 
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recent schedule has proposed rates amount- 
ing to as much as Rs. 2-3-0 per maund on 
certain articles of apparel, rates discrimi- 
nating between the produce of different 
countries ; and a rate equal to the full tariff 
of 15 per cent (prior to the passing of the 
Steel Protection Act) on the raw material 
of the chief industry of the town. 

(2) In other municipalities in the United Pro- 

vinces, where the terminal tax has been sub- 
stituted for octroi, road tolls have been 
added, under which the terminal tax is col- 
lected according to the value of the contents 
of the carts; in other words, the evils of 
octroi have been reintroduced without the 
advantage of refunds. 

(3) In certain municipalities in Bombay and the 

Central Provinces, a very large part of the 
taxation is imposed upon the main staple, 
cotton. 

^(4) In the city of Bombay, a town duty has been 
imposed upon the same staple, in connection 
with which no refund is given on exports; 
in other words, an export duty has been im- 
posted upon half the export trade of the 
port. 

(5) In Karachi, a terminal tax, which again 

amounts to an export duty, has been im- 
posed on traffic passing through the port, 
and a similar tax has been mooted in the 
case of Bombay. 

(6) A proposal has been made in the Presidency 

of Bombay for the introduction of a similar 
tax to be levied by local boards, apparently 
at places which are not towns, which would 
thus be an undisguised transit duty. 

(7) A further proposal has been made by the 

Bombay Excise Committee for the levy of a 
transit duty, both on passengers and upon 
goods, as a means of restoring the excise 
revenue that would be lost through the in- 
troduction of prohibition. 

401. While these proposals would ha^m the effect of 
general introduction of something almost as detri- 
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mental to the through trade of the country as the old 
transit dues, there are some tendencies to be noted in 
the opposite direction. Thus, in certain towns in 
Bombay there has been introduced, in partial substitu- 
tion for the octroi, a tax on ginning mills and other 
places for the manufacture of cotton. This, in so far 
as it is a direct tax upon an industry which derives 
considerable services from the town, is a great im- 
provement on the indirect duty. Again, in some places 
there has been substituted for the octroi a tax cal- 
culated upon the rental of the business premises of 
the persons who formerly paid it. In other towns, 
again, a system of composition has been introduced, 
converting the tax into something in the nature of a 
tax on retail sales. 

402. In spite of these more favourable features, it The necessity 
seems to the Committee a circumstance to be regretted protiSion of 
that the Government of India have to so large an inter- 
extent abandoned their control of a matter which is of 
paramount importance to the trade of the country. It 
seems to them to be a function inherent in the Imperial 
Government, as it is by their constitutions in the 
Federal Governments of Australia and the United 
States of America, to protect inter-provincial traffic 
from obstruction by taxes imposed by subordinate 
authorities, whether these are provincial or local, and 
they would invite attention to the fact that, on a similar 
situation arising in Germany, the Imperial Govern- 
ment there prevented the continuance of any sjich ob- 
struction by legislation prohibiting the imposition of 
local taxation on certain classes of articles. 

403- Subject to these general considerations, it The possible 
seems desirable to consider whether it is not now pos- 
sible for the municipalities which are chiefly dependent property, 
on taxation of this kind to replace it by other forms 
of taxation, or if that is out of the question, to modify 
it in such a way as to remove most of its objectionable 
features. The most obvious substitute is a rate on land 
and houses. It has been pointed out in a previous 
chapter that one item of property that pays less than 
any other towards the support of the State is land 
within town limits. Meanwhile, the ra^e on the houses 
or houses 'plus house-sites, which frequentlv exceeds 
100 per cent in England, nowhere amounts to as much 
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as 25 per cent in India. The actual rates for some 
principal towns in different provinces are as show 
below. With three exceptions, which are noted, these 
all include service taxes as well as the general rate — 


Xnme of town. 

Rangoon 

Patna 

Calcutta 

Howrali 

Darjeeling 

Madras City . 

Bombay . 

Allaliabad 
Raj ahmundry 
Vellore 
Guntur 

Simla, Dbai amsala, 
Murree 

Ahmednagar . 

Shillong 

Poona 


Per cent 

23 ^ 
23i 
23 
20i 
20i 
. 18i 

181 

IS 

. 17i 

161- 
15 

Dalhousie and 

12it 

9 

7if 

5t 


Even these rates are frequently in actual practice less 
than they appear owing to the method of assessment 
and the time which is allowed to lapse between valua- 
tions. There v/ould thus appear to be considerable 
scope for an increase in the assessment of town pro- 
perty. 

Nor is a tax of this kind unknown in the provinces 
which place their reliance on octroi. There are al- 
ready 135 municipalities which have a house tax in 
Bombay, 37 in the Central Provinces, 32 in the United 
Provinces and 14 in the Punjab. The Committee fully 
recognise the difficulties that arise in old towns where 
decaying families occupy houses of a size dispropor- 
tionate to their incomes. They recognise that there 
may be political difficulties in other places. But they 


*lt must be noted that the bases for calculating these percentages in 
England and India are different. If the rent of a house in England 
is 100 and the local rate is 76, the tenant pays 175; while in India the 
rent of the tenant includes the rate. Thus a rate of 20 per cent, in 
India would be eoLuivalent to a rate of 20 in 80 in England, i.e., 26 
per cent. A rate of 100 in England would be equwalent to a rate of 50 
in India. The figures are thus not quite comparable, especially when 
the rates are high. 

t Excluding service taxes. 
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■cannot help thinking that, if the house-owning inte- 
rests were less strongly represented on municipal 
bodies, the stress laid upon these difficulties would be 
much less than it is now, and the process of replace- 
ment of indirect by direct taxation would be corre- 
.spondingly expedited. 

404. The case for the introduction of taxation on a profession 
persons is not dissimilar. A profession tax or some- 

thing like it is in force in all the 81 municipalities in 
Madras, in 104 in Bengal, in 6 in the Punjab, in 
3 5 in the Central Provinces and Berar and in 49 in the 
United Provinces. The Committee observe that propo- 
sals have been made for the introduction of such a tax 
in certain of the mufassal municipalities in Bombay, 
but that taxation of this kind is still regarded with 
disfavour in the premier city of the Presidency. 

405. As regards taxes which may be regarded as income from 
modifications of the octroi, the most striking case is markets, eto. 
that of the markets in Burma, in which province no 

less than 38 per cent, of the municipal revenue is rea- 
lised through the letting of stalls in municipal markets, 
coupled with the taxation of private markets. This 
process involves the levy of what is practically an in- 
direct tax, but in a much less objectionable way than 
the octroi, since the tax is collected with a minimum of 
expense and trouble to everybody concerned ; the prices 
are still governed by the competition of the shops out- 
side the markets, and the regulation of the latter en- 
sures that sales are conducted under sanitary condi- 
tions. Similar remarks apply to the case of slaughter- 
houses, Other provinces have not taken advantage 
of this source of revenue in the same way as Burma, 
though the municipalities in Madras realise a revenue 
of 6 or 7 lakhs a year from the two. In contrast to 
this is the refusal of the municipal authorities in 
Bombay city to realise the market value of the stalls 
in the Crawford market. 

406. Another modification of the tax which has A tax on 
already been referred to is the system of composition, retail sales. 
The Committee understand that this system has re- 
cently been adopted in Italy and tends to result ulti- 
mately in the conversion of the tax into a tax on sales. 

The idea of a sales tax is very old. It existed in 
various forms in the Middle Ages, and since the War 
has found a place in the taxation systems of Prance, 
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Belgium, Italy, Germany and other countries on the 
continent of Europe, as well as in that of Canada. 
It was rejected in England mainly because it was found 
impossible in practice to separate the value of services 
from those of goods in cases in which the two were 
combined. It may be explained here that the retail 
sales tax is essentially different from a universal turn- 
over tax, because it is imposed at one stage only, i.e.y 
when goods pass from the retail seller to the consumer, 
and is unlike the turnover tax in that it is not cumu- 
lative in its effect. While there are objections. to a 
new tax of this kind levied universally throughout the 
country, as a substitute for an octroi it has certain 
decided advantages. The substitution of this tax 
would oslve automatically the difficulties abotu enterfot 
trade, since no article which was not sold in the town 
would be liable to the tax. Its incidence would be 
fairer inasmuch as, being on an ad valorem basis, its 
weight would be greater in the case of the more expen- 
sive articles consumed by the richer classes ; manufac- 
turers would be freed from taxation on the raw mate- 
rials of their industry; collection would be less likely 
to be attended by fraud and harassment of the tax- 
payer; and lastly no administrative control would be 
necessary to prevent it from developing into a transit 
duty. 

Proposals for 407. It is Suggested that the method of collection 
be as follows : — 

(1) The tax might be levied on the total turnover 

of the retail merchants in the town. 

(2) All persons selling goods by retail should be 

required to register, including manufac- 
turers and wholesale dealers who sold direct 
to consumers inside the town. 

(3) The tax might be collected quarterly or half- 

yearly. 

(4) In the case of hawkers, and possibly in that of 

the pettiest traders, a license fee would be 
levied, but no charge would be made on 
sales. 

Difficulties in connection with the assessment and 
collection of the tax would no doubt arise, especially at 
the outset, and some evasion, particularly in the case of 
small traders who keep no accoimts, is to be expected. 
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If, however, the tax were wisely administered by a com- 
petent staff, these difficulties would gradually dis- 
appear. 

408. An objection taken to taxation of this kind in 
European countries has been that it must be levied on ^ ^ ’ 
all commodities if its levy is not to involve the keeping 

of separate sets of books for taxable and non-taxable 
articles, respectively, and that it is undesirable to levy 
it on necessaries. This is an objection that applies only 
to a limited extent in India, especially if it is under 
consideration as a substitute for the octroi, for the rea- 
son that it has always been the policy to levy octroi on 
necessaries and that the existing schedules cover a very 
large range of commodities. The substitution of a 
universal sales tax would not therefore make any mate- 
rial difference in this respect. 

409. Finally, if in individual cases it is not found limitations 
possible to adopt any of these alternatives, it seems be^mposedif 
desirable that certain general principles governing the octroi or 
levy of octroi or terminal taxes should be laid down, if tS^are 
not by legislation, at least by executive order. The retained, 
principles which appear to be generally appropriate are 

the following : — 

(1) The rates of taxation should be low’in all cases, 

and especially so in the case of necessaries 
of life and articles that are subject to 
Imperial or Provincial taxation. 

(2) In order to prevent the tax from developing 

into a transit duty, arrangements should be 
made for prompt refunds on exported goods, 
and for bonding goods intended for through 
transit. 

(3) The staff should be properly paid and efficient- 

ly controlled by an official agency, with 

. which the elected representatives should 
have no power to interfere. 

(4) The terminal tax, which is an octroi without 

refunds, should be levied on all packages 
with reference only to weight and without 
. reference to contents. The rates should be 
kept low and the Government of India, in 
the interests of inter-provincial traffic and 
the railways, should retain a full measure 
of control. In any case in which a terminal 
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tax is substituted for an octroi, the tax. 
should be fixed at such a rate that the total, 
proceeds do not exceed the average revenue 
from octroi during the preceding three 
years. 

(5) The tax should not be levied on goods imported 

and re-exported without break of bulk. 

(6) Where it is thought legitimate to derive a 

municipal revenue from a single staple, e.g., 
from cotton ginning in a town, it is better 
to impose the tax direct on the output of the 
ginning mill. 

(7) The levy of a tax on goods exported from a 

municipality should not be permitted, save 
in exceptional cases whei’e it is already in 
existence. 

(8) Goods not leaving a railway yard, or only leav- 

ing port premises for a railway, and merely 
transhipped at the yard or port premises, 
should not be subject to any duty whatever. 

In addition to the adoption of these general prin- 
ciples it would appear desirable that there should be 
issued, for the guidance of municipalities which con- 
tinue taxation in this form, a model set of rules with 
forms of schedule, which should be generally adopted 
and should not be departed from without good reason. 
At the same time it seems desirable that the approval of 
the rates of tax should be kept in the hands of the Local 
Government, and should not be delegated, as in some 
provinces, to subordinate authorities whose policies 
might difier from one another. 

410. In this connection the Committee would like to 
draw the attention of the GovernUient to an anomaly 
in the Scheduled Taxes Rules. Under the rules as they 
stand at present, a Local Government can, without the 
previous sanction of the Governor-General, authorise 
by legislation any local body to impose either an octroi 
or ' ‘ a terminal tax on goods imported into or exported 
from a local area, save where such tax is first imposed 
in a local area in which an octroi was not levied on or 
before the 6th July 1917.” In other words, while the 
powers of local authorities and Local Governments as 
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regards the levy of a terminal tax are restricted, the 
more objectionable octroi can be levied v^ithout the sanc- 
tion of the Government of India. 

The recommendations made by the Committee in- 
volve an amendment of the Scheduled Taxes Rules. 
They would suggest that the law governing the levy of 
the octroi and the terminal tax should be amended so as 
to prohibit the introduction of the octroi in any munici- 
pality in which it does not now exist and to empower 
the Government of India to issue rules governing the 
levy of the terminal tax. 

411 Tolls for the maintenance of roads were for- 
merly common in many countries, both in Europe and 
elsewhere. In England there were in 1838 more than 
22,000 miles of turnpike road under some 11,000 turn- 
pike trusts. They had a debt of £7 millions and their 
annual revenue was £1^ millions. The system un- 
doubtedly resulted in grave abuse, but as late as 1870, 
there were still in existence over 900 turnpike trusts, 
and it was not until 1895 that the last of them was abol- 
ished. The abolition of these trusts, it may be noted, 
was only rendered possible by liberal grants-in-aid from 
the Imperial Exchequer. 

412. In India, tolls and ferries are a very import- 
ant source of municipal as well as of district board 
revenue in the Madras Presidency, but substantial sums 
are also realised from this source in other provinces. 
The levies of this kind may be classified under four 
groups : (a) where they are supplementary to an octroi 
or terminal tax ; (b) where they are part of a scheme of 
taxation of vehicles in municipalities; (c) where they 
are the sole means of charging for the services rendered 
to the roads ; and (d) where they are a tax on transit. 

413. Terminal tolls are levied by certain munici- 
palities in the United Provinces to counterbalance the 
terminal tax on goods arriving by rail. They differ 
from the octroi in three ways, viz. : (1) no refunds are 
allowed as in the case of the octroi ; (2) there are no ad 
valorem rates; (3) except in towns in which terminal 
rates have been imposed on articles in respect of which 
evasion of the terminal tax was commonly practised, 
the toll is assessed' on the vehicle and not on the weight 
of each consignment. It is obvious that, once the rates 
of terminal tax are raised above a certain level, it 
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becomes necessary in order to prevent evasion to supple- 
ment it by a toll of this sort. 

411. Tolls are levied by municipalities in several 
provinces. There is usually a municipal tax on vehi- 
cles, the payment of which exempts them from the toll, 
and the levy of the latter is restricted to carts which are 
not registered in the town. They are therefore part of 
a general scheme for the taxation of vehicles and are 
justified as such. The following statement shows the 
income from municipal tolls in the several provinces : — 


ProTiuce 

1921-22. 

1922-23. 

J 923-24. 


Rs. 

Rs. 

Rs. 

Madras City . . . . 

51,821 

68,010 

62,000 

Madras Presidency . 

10,10,000 

13,56 000 

13 45.524 

Bombay Presidency .... 

3,33,063 

3,41,599 

3,56,242 

Bengal 

90,220 

86,978 

91,045 

United Provinces — 




Tolls on roads and ferries 

2 95 469 

3,35,468 

8,68,468 

Terminal tolls 

4,61.002 

5,85,581 

7.42,383 

Punjab .... 

36,148 

20,373 

20,230 

Burma .... 

3,07 8S1 

3,73.072 

3,96,564 

Bibar and Orissa 

72,110 

72,048 

73,146 

Central Provinces 

52,613 

44,237 

44,138 

Assam 

25,291 

26 021 

84,047 


415. Road tolls are levied by all the local boards in 
the Madras Presidency at rates which are subject to a 
maximum fixed by the Government under the Act. The 
local boards also receive a share of the proceeds of the 
municipal tolls, the apportionment being fixed by agree- 
ment, or in failure of agreement, by the Government. 
In Bombay, they are levied on main roads by the Gov- 
ernment and on minor roads by local bodies, but there 
are no arrangements corresponding to those in Madras 
for the distribution of the proceeds between munici- 
palities and local boards. In the United Provinces, 
they are levied under the Northern India Perries Act, 
while in the other provinces they are either not levied 
at all or levied only for special purposes such as, in the 
case of roadways and footways, the building of a bridge 
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towards the construction of which the boards have- 
spent or are about to spend large sums of money. The 
income of local boards from this source in the several 
provinces is shown in the following statement : — 


Pro¥ince. 

1921-22. 

1922-23. 

1923-24. 


Bs. 

Es-. 

Es. 

Madras 

21,67,000 

25,24,000 

29,14,000 

Bombay 

2,53,010 

3,33,986 

4,90,066 

Bengal 

4,53.509 

4.83,084 

4,52,495 

United Provinces 

4,52.369 

4,64,287 

5 04,000 

Punjab 

1,445 

1,242 

1,800 

Bibar and Orissa 

2,68,226 

2,48,431 

3,69,457 

Central Provinces 

£5,142 

&‘?,113 

79,978 

Assam 

1,13,022 

3,15 142 

1,32,910 


It will be observed that the income of local boards 
in the Madras Presidency from this source is very large. 

This is necessitated by the fact that in Madras alone 
the great bulk of the roads is maintained by the local 
bodies, whose resources are limited and quite inade- 
quate for meeting otherwise the cost of the services en- 
trusted to them. During recent years, however, liberal 
contributions have been given by the Government, who 
have definitely undertaken the financial responsibility 
for the maintenance of certain trunk roads. 

416. In the case of ferries, the right to provide Ferry 
boats is usually sold by the Government or the local 
board, the fees for their use being fixed. Separate 
figures for receipts on this account are not available in 
all cases, but the collections on account of ferries alone 
amount to over 3 lakhs in Madras and those on account 
of canals and ferries to 2 lakhs in the Punjab and 6 in 
Burma. The Governments and the local boards gene- 
rally take little part in the matter beyond collecting the 
revenue, and cases are not unknown in which the ser- 
vice is neither adequate nor safe. There is instead a 
tendency to make this a pure tax on transit, and theore- 
tically there is nothing to be said for the tax. Practi- 
cally, it has the advantage that it is difficult to evade. 

If it is a function of the local bodies to provide means 
of communication, it is equally their function to pro- 
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vide means of transit across rivers that intersect the 
roads, and the least that can be done is to earmark the 
taxes levied at such crossings for expenditure on the 
improvement of the means of doing so. 

Conclusions 4:17. It will thus be observed that the tolls which 
the revenue Supplement a consumption tax are inevitable so long as 
from toUs. it continucs, while the tolls which are part of a general 
scheme for the taxation of vehicles are justified in 
municipalities. In the case of local boards, the tax is 
more objectionable and is undoubtedly an impediment 
to through traffic. The question of the abolition of 
these tolls on rural roads has been considered in more 
than one province. The Government of Bombay decid- 
ed to abolish them on provincial roads in 1908, and in 
1914 offered to district boards compensation for the loss 
of toll revenue if they would abolish tolls on local fund 
roads. In the following year, however, a committee 
appointed to examine the whole question of local taxa- 
tion recommended the retention of the system. Later, 
the financial stringency resulting from the War ren- 
dered it impossible to carry out the former policy, and 
in 1922-23 some tolls were reintroduced even on provin- 
cial roads. In Madras, the substitution of other taxa- 
tion for the large revenue derived from tolls has been 
several times considered. The only general plans that 
have found any favour are an addition to the cess and 
a vehicle tax. The first of these is open to the cess and 
a vehicle tax. The first of these is open to the objection 
that it would fall unduly heavily on the ryots who live 
in places remote from the main roads and use only vil- 
lage roads, on which a very small proportion of the local 
taxation is spent, while landless persons who live by 
the carrying trade would go free. The same objection 
would apply in a minor degree to the case of a general 
wheel tax, which it is impossible to graduate with re- 
ference to the use made of the road except by the device 
of a tol] . 


The possibi- 
lity of substi- 
tuting a I 
provincial 
tax in the 
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418. There is one case, however, and one which is 
responsible for most of the complaints against tolls, in 
which such a substitute is possible, and that is the case 
of the motor vehicles. These are used only on metalled 
roads, and it would be perfectly practicable to levy, as 
in England, a provincial tax, and to make over the pro- 
ceeds to a road board for distribution to the local bodies 


responsible for the maintenance of the roads. Such a 
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tax has in fact been instituted, though for another pur- 
pose, in the United Provinces, where it has since lapsed, 
and in the Punjab, where it is still in force, and it is 
recommended as a generally suitable method of secur- 
ing the money that is so urgently needed for the upkeep 
of the roads, at the same time saving the motorist from 
the annoyance of the toll gate. It would of course not 
do so, however, in municipalities where the toll was the 
supplement of a vehicle tax. 

419. Should any such general scheme of taxation of 
motor vehicles be developed, it is desirable that there 
should be considered in connection v/ith it the possi- 
bility of a reduction of the import duty. It has been 
stated in a previous chapter that the tax at 30 per cent, 
has j ustified itself inasmuch as it has brought in a large 
revenue without decreasing the number of vehicles im- 
ported. At the same time, it must be remembered that 
India is very inadequately supplied with railway facili- 
ties, and the introduction of motor transport services 
in many provinces has brought the rural classes into 
closer touch with the cities. Motor lorries are also dis- 
placing bullock carts where there are good roads. It 
is difficult to exaggerate the political and economic ad- 
vantages of rapid means of transport in India, and the 
development of motor transport services should, in the 
opinion of the Committee, be encouraged by the Gov- 
ernment. If the two propositions are accepted, first, 
that an increase in motor transport would be for the 
benefit of the country, and second, that motor vehicles, 
especially those of the heavier types, are items in res- 
pect of which local authorities are entitled to take a 
fair share of the taxation, then it would appear that 
sooner or later a reduction of the import duties is desir- 
able. 


Taxes on Property. 

420. The next most important group of local taxes 
is comprised of taxes on property, which fall into four 
principal divisions — 

(1) Taxes on houses or houses and their sites; 

(2) cesses on lands, generally with reference to 

their use for agricultural purposes; 

(3) taxes on unearned increment in connection 

with betterment schemes ; and 
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(4) taxes in tlie shape of a stamp duty on transfers 
of property. 

421 . A general tax, which was also in a sense a 
house tax, was levied under the Mahrattas under the 
name of moturfha, and a similar general tax is still 
levied by the District Board of Coorg, but this is a soli- 
tary survival in British India. Elsewhere the tax is 
levied only in villages in which panchayats have been 
constituted, in unions or notified areas, and in munici- 
palities . 

422. The house taxes levied in villages by pan- 
chayats are of comparatively recent origin, dating from 
the Madras and Bombay Village Panchayats Acts of 
1920. The basis of assessment in both provinces is the 
capital value of the house, but in practice, at any rate 
in the Madras Presidency, many of the panchayats 
levy the tax at rates varying with the nature of the 
structure or the linear dimensions of the houses. Out 
of 709 panchayats registered under the Act, 75 levy a 
tax on houses. 

423 . A house tax assessed either on the capital value 
. or on the annual value is levied in all the unions in the 

Madras Presidency, and there are provisions in the 
Municipal Acts of the United Provinces, the Central 
Provinces, Bihar and Orissa, Burma, the Punjab and 
Assam that it may be levied in any notified area, but the 
Committee have no information as to the extent to which 
this provision has been utilised in practice. The total 
income derived by all the unions in the Madras Presi- 
dency from this source amounted in 1922-23 to Es. 12T 
lakhs. 

424. The practice as regards the levy of the pro- 
perty tax in municipalities varies in the different pro- 
vinces. There are four principal classes of property 
which are subject to taxation in municipal areas — 

(1) Agricultural land. 

(2) Vacant non-agricultural land which is not 

built upon and is not attached to any house. 

{3) Houses with the land attached to them. 

(4) Certain special classes of buildings, such as 
factories and Government and railway pro- 
perty. 
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425. Agricultural laud witlim municipal limits is Agricultural 
in almost all tlie provinces subject to municipal taxa- 

tion in addition to tbe land revenue payable to tbe Pro- 
vincial Government. There is, however, a specific pro- 
vision in Madras, Bombay, tbe United Provinces, 

Bibar and Orissa and Assam for tbe exemption from 
tbe water and drainage tax of agricultural land exclu- 
sively used for agricultural purposes. 

426. Non-agricultural land, which is not built upon Vacant land, 
and which is not attached to any house, is subject to 
taxation in most provinces only if an income is derived 

from it, but in Madras there is a provision under which 
.a special tax on such land can be levied at a specified 
rate per unit of 80 square yards, whether an income is 
derived from it or not. It is understood that the Gov- 
ernment of Bombay are contemplating an amendment 
of the law with a view to enabling local bodies to tax 
cundeveloped lands which yield no income. 

427. In Madras, Bombay, Bengal, Bihar 

-Orissa and Assam, lands and buildings on them arebSiai^. 
■assessed together. They may be assessed on capital 
value, but annual value is the usual basis. In Burma, 
the tax may be assessed in five ways — 

(a) On buildings and lands, based on their annual 
value ; 

(h) on lands covered by buildings, not exceeding 3 
pies per square foot per annum for one- 
storeyed buildings and 4 pies per square 
foot per annum for buildings of more than 
one storey, 

(c) on lands not covered by buildings, at a rate not 

exceeding Rs. 10 per acre per annum ; 

(d) on buildings, according to the length of street 

frontage, subject to- certain maximum rates; 

(e) at a percentage of the thathameda assessed on 

any family or household. 

A large majority of the municipalities in Burma 
have adopted the first system. 

In certain hill municipalities in the Punjab also, 
street frontage is adopted as the basis of assessment. 

428. The Municipal Acts of some of the provinces special 
contain a clause excluding machinery from the valua- 
tion of property for the purpose of ascertaining the ^ 
rental value. The Acts in force in the Punjab, Bihar 
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(4) taxes in tlie shape of a stamp duty on transfers 
of property. 

421 . A general tax, which was also in a sense a 
house tax, was levied under the Mahrattas under the 
name of moiurfha, and a similar general tax is still 
levied by the District Board of Coorg, but this is a soli- 
tary survival in British India. Elsewhere the tax is 
levied only in villages in which panchayats have been 
constituted, in unions or notified areas, and in munici- 
palities. 

422. The house taxes levied in villages by pan- 
chayats are of comparatively recent origin, dating from 
the Madras and Bombay Village Panchayats Acts of 
1920. The basis of assessment in both provinces is the 
capital value of the house, but in practice, at any rate 
in the Madras Presidency, many of the panchayats 
levy the tax at rates varying with the nature of the 
structure or the linear dimensions of the houses. Out 
of 709 panchayats registered under the Act, 75 levy a 
tax on houses. 

423. A house tax assessed either on the capital value 
. or on the annual value is levied in all the unions in the 

Madras Presidency, and there are provisions in the 
Municipal Acts of the United Provinces, the Central 
Provinces, Bihar and Orissa, Burma, the Punjab and 
Assam that it may be levied in any notified area, but the 
Committee have no information as to the extent to which 
this provision has been utilised in practice. The total 
income derived by all the unions in the Madras Presi- 
dency from this source amounted in 1922-23 to Rs. 12T 
lakhs. 

424. The practice as regards the levy of the pro- 
perty tax in municipalities varies in the difierent pro- 
vinces. There are four principal classes of property 
which are subject to taxation in municipal areas — 

(1) Agricultural land. 

(2) Vacant non-agricultural land which is not 

built upon and is not attached to any house. 

(3) Houses with the land attached to them. 

(4) Certain special classes of buildings, such as 

factories and Government and railway pro- 
perty. 
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425. Agricultural land within municipal limits is Agricultural 
in almost all the provinces subject to municipal taxa- 

tion in addition to the land revenue payable to the Pro- 
vincial Government. There is, however, a specific pro- 
vision in Madras, Bombay, the United Provinces, 

Bihar and Orissa and Assam for the exemption from 
the water and drainage tax of agricultural land exclu- 
.sively used for agricultural purposes. 

426. Non-agricultural land, which is not built upon vacant land. 
and which is not attached to any house, is subject to 
taxation in most provinces only if an income is derived 

from it, but in Madras there is a provision under which 
-a special tax on such land can be levied at a specified 
rate per unit of 80 square yards, whether an income is 
'd'erived from it or not. It is understood that the Gov- 
ernment of Bombay are contemplating an amendment 
of the law with a view to enabling local bodies to tax 
^undeveloped lands which yield no income. 

427. In Madras, Bombay, Bengal, Bihar 

-Orissa and Assam, lands and buildings on them aret^a^. 
“assessed together. They may be assessed on capital 
value, but annual value is the usual basis. In Burma, 
the tax may be assessed in five ways — 

{a) On buildings and lands, based on their annual 
value ; 

(5) on lands covered by buildings, not exceeding 3 
pies per square foot per annum for one- 
storeyed buildings and 4 pies per square 
foot per annum for buildings of more than 
one storey ; 

(c) on lands not covered by buildings, at a rate not 
exceeding Rs. 10 per acre per annum ; 

{d) on buildings, according to the length of street 
frontage, subject to certain maximum rates ; 

{e) at a percentage of the thathameda assessed on 
any family or household. 

A large majority of the municipalities in Burma 
have adopted the first system. 

In certain hill municipalities in the Punjab also, 
street frontage is adopted as the basis of assessment. 

428. The Municipal Acts of some of the provinces Speoin 
contain a clause excluding machinery from the valua- 
tion of property for the purpose of ascertaining the ^ 
rental value. The Acts in force in the Punjab, Bihar 
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and Orissa and Bombay do not contain a specific pro- 
vision to this effect, but in practice even in these pro- 
vinces machinery in mills and factories is not taken into^ 
consideration in estimating the rental value of such 
buildings. In Rangoon machinery is not rated, but a 
percentage of its value is added to the annual value of 
the land and buildings comprised in the mill or the fac- 
tory. In other municipalities in Burma, machinery 
is taxed for municipal purposes ; for instance, rice mills 
are, or were, until comparatively recently, assessed ac- 
cording to the number and size of the hullers and cones 
in use. This follows to some extent the English prac- 
tice, but in England a distinction is drawn between 
machinery which is detachable and that which is a fix- 
ture and would naturally pass with the property. Tt 
is only machinery of the latter class that is taken in to 
consideration in estimating the annual value. It 
would seem desirable that the principle followed in 
England should be adopted universally in India. 

429. Ill all the provinces except Madras, the Cen- 
tral Provinces and Bombay, the rate of property tax is 
subject to a maximum prescribed by statute. The fol- 
lowing are the maxima fixed in different provinces ; — ’ 


Bengal 


Bihar and Orissa 

Punjab 

Burma 


7|- per cent., and 10 per cent, 
in Howrah, Dacca and 
Darjeeling. 

7 ^ per cent, and 10 per cent- 
in Patna. 

12|- per cent. 

10 per cent. 


430. In Madras, the Central Provinces, Assam,. 
Bengal and the Punjab the house tax is collected from 
the owners of the houses, while in the other provinces it 
may be collected either from the owner or from the occu- 
pier, In Bihar the tax on holdings is paid by the 
owners while the latrine tax is paid by the person in 
actual occupation of the holding. 

431. The principal tax on land and buildings in 
capital’ cities is the general property tax or house tax 
which is levied on much the same lines as in the mufas- 
sal municipalities, with the exception that, in the case’ 
of the property of Port Trusts, the tax is fixed at a lump 
sum or is levied at a definite percentage of the gross 
earnings. In Calcutta and Rangoon, the maximum 
rate at which the tax may be levied has been limited hj 
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■statute to 23 per cent, for all purposes and 12 per cent, 
for general purposes, respectively. 

432. The aspssment of the house tax in most of the Machinery of 

■municipalities is made either by — assessment. 

(1) members of the local body, or 

(2) a revenue officer specially appointed for the 

purpose, or 

(3) permanent officials attached to the munici- 

pality. 

The normal procedure in mufassal municipalities is 
ior assessment to be made by the chairman or a commit- 
tee of councillors. In the earlier days of municipal 
•development, it was a not uncommon practice for a Gov- 
ernment officer who was skilled in such work to make 
the initial assessments or to revise them when they were 
out of date, but this practice appears to have fallen into 
abeyance, and at present the work is all done by coun- 
cillors, subject to the provision in Bombay that the 
assessment list should be authenticated by the muni- 
cipal commissioner of the district, where such an officer 
exists. In the capital cities, the assessment is gene- 
rally entrusted to well-paid officials who are appointed 
by the Government or whose services are lent to the 
municipality for a term of years. 

433. The procedure as regards appeals against Appeaia. 
assessments to the house tax varies with the different 
provinces. In the cities of Bombay and Calcutta, the 
assessments as made are published, and an objection 

may be lodged before the Commissioner or some other 
executive officer. Persons dissatisfied with the order 
of the Commissioner may appeal to the Court of Small 
Causes. In the city of Rangoon appeals against assess- 
ments lie in the first instance to the Chief Judge of the 
Small Cause Court and a second appeal to the Chief 
Court of Lower Burma is also provided for where they 
relate to the liability to assessment or the basis or prin- 
ciple of assessment. In Madras an appeal lies first to 
the standing committee, against whose order a further 
appeal may be made to the Court of Small Causes. The 
procedure. in Madras has had undesirable results. It 
is stated that a common electioneering practicfe' there is’ 
for a candidate to distribute to voters printed forfiis df 
appeal against the assessments to the muhieip^il house 
tax itnd to promise remission, if elected, and that such 
practices have a very serious effect on the revenue. It 

o2 



324 


The maolii* 
B©ry for 
ooUeotion. 


hladras. 


Bombay. 


would seem desirable that the appellate procedure irt 
force in Calcutta should be adopted. 

There is even greater divergence in the practice as 
regards appeals in the mufassal municipalities. ^ Im 
Madras, appeals are heard by the whole municipal 
council, whose decision is final. In Bombay, objections^ 
are heard by the chief executive oflB,cer or by a commit- 
tee of the council or by any Government officer to whom, 
with the permission of the Commissioner of the divi- 
sion, may be delegated the powers and functions of the 
managing committee. In the United Provinces, the 
Central Provinces and the Punjab, the Deputy Com- 
missioner or the Commissioner or other officer empower- 
ed by the Government is the appellate authority. In; 
Bengal the appellate authority is a committee of not 
,less than three councillors, whose decision is final. As 
an instance of the results of this system may be quoted 
the statement of the Government of Bengal that ‘ ‘ it is 
difficult for commissioners dependent on the suffrages 
of the rate-payers to refuse relief to appellants ' * . 

434. The outstanding feature of this tax in India 
is the inefficiency of the machinery of collection and 
assessment. Several /witnesses have commented very 
strongly on the defective administration, and the Local 
Governments themselves in their annual reviews of the 
working of municipalities have commented severely on 
the heavy arrears of revenue in many of the towns. 

In the review of the working of district municipali- 
ties in Madras for the year 1920-21, it is stated '' that 
the year’s record is disfigured by a very serious deterio- 
ration in the collection of revenue.” Some of the 
municipalities collected less than 60 per cent, of the 
demand. In the review for 1921-22 for the same Presi- 
dency, the Government again remarked that the year’s 
record showed “ a serious deterioration in the collection 
of revenue ’ ’ . Again it is recorded in the review for 
1922-23 that there was no improvement in the collection 
of the revenue. 

- In the resolution issued by the Bombay Government 
on municipalities in 1920-21, the following passage 
occurs : — • 

The arrears are principally due to — 

(1) lack of interest on the part of councillors,- 
who are often among the last to pay up ; 
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(2) lack of courage on the part of the muni- 

cipal staff; and 

(3) failure to use coercive processes and im- 

pose penalties for late payment. 

‘ ' The fault is really with the president and the 
councillors, as it is impossible to expect the 
staff to be firm in making demands, when the 
councillors will not sanction penalties, and 
are themselves slow in paying.” 

The inefficiency of the collection staff was again the 
subject of severe comment in the following year by the 
Government, who remarked that “ unless the collection 
staff is overhauled and fresh energy imparted into it, 
the finances of municipalities will end in a hopeless 
muddle.” 

These comments have apparently had no effect, for 
in the report of the audit officer for 1924-25 it is stated 
that “ the accumulation of arrears of taxes is a chronic 
complaint.” On this report the Government of 
Bombay remark that “ the extraordinarily large num- 
ber of cases of embezzlement and misappropriation 
brought to light by the Examiner shows a lamentable 
lack of supervision on the part of municipal office 
bearers.” 

The state of affairs as regards collection is equally Bengal, 
bad in Bengal. According to the annual audit report 
on the financial administration of municipalities and 
district boards for 1923-24, the arrears amounted to 56 
per cent, in Nawabganj, 42 per cent, in Katwa, 40 per 
cent, in Satkhira, 37 per cent, in Mymensingh, 36 per 
cent, in Pabna, 35 per cent, in Moheshpur and Dacca, 

32 per cent, in Tollyganj, 29 per cent, in Sirajganj and 
Bally, 26 per cent, in Howrah, above 20 per cent, in 17 
municipalities, above 15 per cent, in 22 and above 10 
per cent, in 27. These arrears in some cases extended 
as far back as 1913-14. In a large number of cases 
municipal commissioners themselves were among the 
defaulters. The seriousness of the situation is indi- 
cated by the fact that in Dacca ' ‘ a propaganda com- 
mittee has been started to persuade the tax-payers to 
pay up their just dues.”* It is stated that, according 
to the Chairman of the Dacca Municipality, taxes to 
the extent of Bs. 4 lakhs are in arrears and that if with- 


Pioneer, 20th November 1925. 
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in two or three months the money is not collected, it 
may be necessary to hand over the municipality to the 
Government. 

Bihar and The resolution issued by the Bihar Government on 
the working of municipalities in Bihar and Orissa 
during 1923-24 deals at great length with the in- 
efficiency of the municipal administration. One muni- 
cipality, it is stated, was brought to the verge of 
bankruptcy and the administration was in the highest 
degree corrupt and inefficient. Remission of taxes was 
sanctioned by the chairman without enquiry and with- 
out the consent of the municipal commissioners and 
under circumstances of a suspicious character ’ ’ . Re- 
ferring to another municipality, the Government re- 
mark that the administration has gone from bad to 
worse and the “ record for the year under report is one 
of frequent embezzlement, inefficient collection of taxes 
and party conflicts amongst the municipal commis- 
sioners.’* 

The only remedy for this serious state of affairs 
seems to be provincial control of the machinery of as- 
sessment and collection. The question will be con- 
sidered in the chapter on Machinery of Taxation. 

Surciiarges 435. The practice of levying surcharges on land 
Kvenue ir is of Very long standing in India, and 

rent, which such charges, levied for a great variety of purposes, 
iSg^staSng form a considerable part of the tenant’s burden in 
are now many places where land is held Under landlords. The 
abolition of illegal exactions of this kind was one of the 
purposes. purposes of the permanent settlement, which was fol- 
lowed early in the eighteenth century by the regularisa- 
tion of such of the cesses as it was intended to continue. 
These were at first levied principally for local purposes, 
but in the period 1871 to 1905 there were added con- 
siderable cesses for imperial purposes, chiefly the 
famine fund, in addition to which in some provinces 
there were added cesses for provincial purposes, chiefly 
payment of village officers. All the cesses that were 
levied for other than local purposes were wiped away 
by Sir Edward Baker’s reform^ of 1904-65 and 1905-06. 

In some cases, however, the effect of these measures • 
was not to reduce the amount of the cesses levied, but 
to transfer the funds from provincial pufposes to local 
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bodies, the Provincial Governments beijig compensated 
by the Imperial treasury. Meanwhile, in one province 
at least, there was adopted a policy of adding new cesses 
for specific local purposes. In Madras, a special cess 
for the construction of local railways was levied in seve- 
ral districts from 1884 to 1920. Under recent legis- 
lation, the permission given to local boards to levy this 
has been replaced by power to increase the cess for gene- 
ral purposes, but under another Act power has been 
given to levy a specially earmarked cess in aid of the 
expansion of elementary education. 

436. The basis of the assessment varies generally 
with the system of land revenue. In the ryotwari areas 
of Madras, Bombay and Burma, the temporarily- 
settled areas of Assam and throughout the Central Pro- 
vinces and Berar, the land revenue is taken as the basis. 
In the temporarily-settled areas of the United Pro- 
vinces and the Punjab the basis is the annual value, 
which is defined as twice the land revenue. In the per- 
manently-settled estates in Madras the basis is the rent 
actually payable to the landlord or the intermediate 
landholder. In those of Bengal and Bihar and Orissa 
the cess is based on the rental value as estimated by the 
Collector less a deduction to be calculated at one-half 
of the rate for every rupee of the revenue paid. In 
those in Assam the basis is acreage, the tax being fixed 
at per cent, on an assumed value of Rs. 2 an acre. 
In those in the United Provinces acreage is again the 
basis, the tax being fixed in this case directly at 
Re. 0-2-6 per acre under cultivation. There is a separ- 
ate cess in this latter province known as the road cess, 
which is applicable to the permanently-settled estates 
alone and in their case is assessed at one per cent, of the 
land revenue. 

437. As regards the rates, the practice is for the 
provincial legislatures to impose maxima within which 
the local bodies may fix rates at their discretion. The 
Committee’s information is not complete as to the cases 
in which the rates are levied at the maximum or at 
something short of it. They gather, however, that in 
the majority of districts the maximum is levied in 
Madras, Bengal, the Punjab, Burma and Bihar and 
Orissa, and the minimum in the Central Provinces. 
The following table exhibits the rates, together with 


The varying 
bases of 
assessment. 


The rate* 
levied. 
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such bases of comparison between provinces as are avail- 
able to the Committee : — 


Province. 

Name of cess. 

Basis c£ assessment. 

Bate. 

Total collec- 
tions, 1922- 
23. 

Total land 
revenue, 
1922-23. 

Percentage of 
column (6) 
to column 
(6). 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 





Lakbs 

of 

Rs. 

Lakbs 

of 

Es. 


Hadras 

(i) Land 
cess. 

Eyotwari areas, land”^ 
revenue. j 

Permanently-settled y 
estates, rent payable j , 
to tbe landlord by 
tenants. J 

6i per cent, 
^minimum) . 

9| per cent, 
(maximum) . 

79-16 

719-18 

*11-01 


(ii) Educa- 
tion 
cess. 

Land cess. . 

25 per cent, 
(maximum) . 

5-35 



Bombay . 

Local Fund 
cess. 

Land revenue 

6i per cent, 
(minimum). 

12i per cent, 
(maximum) . 

35-46 

615-96 

5-76 

Bengal 

Eoad and 
Public 
Works cess. 

Rental value . . 

6i per cent, 
(maximum), 
subject to a 
deduction 
calculated at 
balf tbe rate 
for every 

rupee of land 
revenue paid. 

72-03 

288-32 

24-98 

TTnited Pro- 
vinces. 

(i) Local 
rate. 

(a) In temporarily- 

settled areas, 

annual value of 
land (defined as 
twice tbe land 
revenue) . 

(b) In permanently- 

settled areas, 

area under culti- 
vation. t 

per cent, 
(maximum) . 

2 annas 6 pies 
per acre 

(maximum) . 


.,71-85 

691-46 

10-39 


(ii) Road 
cess. 

In permanently-settled 
estates, land revenue. 

1 per cent. 





Punjab 

Local rate . 

Annual value of land 
(defined as twice tbe 
land revenue) 

5^ per cent, 
(minimum) . 

per cent, 
(maximum) . 

4615 

433 26 

10-65 

Burma 

Land cess • . 

Laud revenue 

10 per cent. . 

t28-34 

t299-53 

9-46 


*The maxina-am rate is levied by most of tbe district boards. Tbe levy on rent in perma- 
nently-settled estates is responsible for tbe fact tbat tbe figrnre in oolnmn (7) exceeds 9| per 
cent, of tbe land revenue, 
t figures for 1923-24. 
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Province. 

Name of cess 

Basis of assessment. 

Bate. 

eollec- 
s, 1922- 

Total land 
revenue, 
1922-23. 

itage of 
imn (5) 
column 





Total 

tion 

23 

i'o.gs 

p-t 


(2) 

(3) 

(4) 

(5) 

(6) 

(7) 





Lakhs 
! of 

Bs. 

Lakhs 

of 

Bs, 


Bihar and 
Orissa. 

Boad and 

Public 
Works cess. 

Bental value 

6i per cent, 
(maximum), 
subject to a 
deduction 
calculated at 
half the rate 
for every 

rupee of land 
revenue paid. 

TS-SS 

154'30 

48-96 

Central Pro- 
vinces. 

Land cess . 

Land revenue , 

, per cent, 

(minimum). 

12ii per cent, 
(maximum). 

14 85 

241-86 

6-14 

Assam 

Local rate . 

In temporarily-settled'l 
areas, land revenue. 








In permanently-settled | 
areas, annuu value 
assumed to be Es. 2 
per acre. 


6i per cent. . 

8-94 

80-66 

li-08 


438. Thiere is further variation between provinces persona 
as regards the person who pays the cess. In ryotwari 
areas it is levied from the landholder, who may or may 
not shift it when subletting his land. In the Central 
Provinces the malguzar is liable to pay the cess in a 
village in which the proprietary title has bem con- 
ferred under the Waste Land Rules of 1865. In an 
unalienated village the cess is payable by the occupants; 
in the case of alienated plots by the holders thereof. 


In the United Provinces, the cess is payable by the 
landlords, but every tenant is liable to pay to his land- 
lord such number of pies per rupee of his rent or of the 
rental value of the land held by him as the Local 
Government may prescribe. In the Punjab, the land- 
holder is liable for the local rate. When the rate is 
payable by a landholder in respect of lands held by a 
tenant with a right of occupancy holding at a favour- 
able rent, the landholder may realise from the tenant 
a share of the rate. 
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Otitioisms 
and re- 
oommenda- 
tions. 


Taxes on 
imeamed 
increment. 


In the permanently-settled areas in Madras, the 
cess is collected from the landlord, who is empowered 
to recover one-half from his tenant. In Bengal the 
landlord pays, but is entitled to recover from his 
tenants the entire amount less an amount calculated at 
half the rate for every rupee of revenue paid by him. 
The cultivating ryot is liable to pay to the person to 
whom his rent is payable one-half of the cess. 

439. The commentary on this tax will in some 
respects follow from that on the land revenuiei. Like 
the land revenue it is certain in so far as regards the 
amount that each individual has to pay, and not in- 
convenient as regards the time and manner of pay- 
ment. It is economical to the local boards, but its 
assessment adds to the cost of the general administra- 
tion, especially in the permanently- settled areas of 
Bengal, Bihar and Orissa and the United Provinces, 
where it involves special processies. Being at a fiat 
rate, it is not proportioned to ability to pay, nor can 
it be regarded as in any sense equally proportioned 
to the taxable capacity of the lands on which it is 
itnposed. Subject to this criticism however, as a tax 
i% rem applied for the benefit of the property which 
profits by the activities of the local boards, it is a tax 
of a type that is recognised as appropriate all the world 
over. The chief point in which it difiers from similar 
taxes elsewhere is in the imposition of a maximum 
rate, which in some cases limits the rate on agricul- 
tural land to something less than 2 per cent, of the 
annual value. The reason underlying this limitation 
was no doubt partly a fear on the part of Local Govern- 
ments of encroachment on a provincial field of taxation, 
partly a fear on the part of local legislatures of add- 
ing to the burden of the cultivator. Recommendations 
have been made above for a standardisation of the 
rates of land revenue at a comparatively low rate, while 
the proportion borne by the land revenue to the total 
taxation has fallen from over 50 to nearly 20 per cent. 
In these circumstances the obstacles to an increase in 
the local rates disappears and it is recommended that, 
if the maxima be not altogether removed, at least they 
be raised to OJ per cent, of the annual value, which is 
the rate now in force in Bengal, Bihar and Orissa. 

440. Taxes on unearned increment are levied under 
the Bombay Town Planning Act of 1915, the Madras 
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Town Planning Act of 1920 and the Rangoon Develop- 
ment Trust Act of 1920. Under the Bombay Act, the 
levy is subject to a maximum of 50 per cent, of the 
increment, which is deemed to be the amount by which 
the market value of a plot included in the final scheme, 
estimated on the assumption that the scheme has been 
completed, would exceed the market value of the same 
plot estimated without reference to improvements con- 
templated in the scheme. In Madras, when the value 
of any property is increased as a result of a town- 
planning scheme, the municipal council is empowered 
to recover from the owner of such property an annual 
betterment contribution for a term of years at a 
uniform percentage (not exceeding 10 per cent.) of the 
increase in value. The aggregate amount of the con- 
tribution so recovered is not to exceed one-half of the 
maximum increase in value. Under the Rangoon 
Development Trust Act, the cost of a development 
scheme is recovered wholly or in part by a contribu- 
tion to be levied by the board on each plot included 
in the final scheme calculated in proportion to the 
increment which is estimated to accrue in respect of 
such plot. The contribution on account of land 
privately owned, however, is subject to a maximum of 
75 per cent, of the increment estimated to accrue. 

441. In the case of land which has not been built Taxes on 
upon, the problem of determining the unimproved property. 
value due to a scheme of town extension or the execu- 
tion of any work is comparatively simple. The 
administrative difficulties of applying this tax to old 
towns have, however, been found to be almost insuper- 
able in India. An attempt was made in 1919 to intro- 

due such a tax in the City of Madras, but owing to 
the complexity of the problem, a tax on transfers of 
property was substituted. A similar tax is also levied 
in Calcutta and Rangoon. The rate of duty is 2 per 
cent, of the value of the property, and it is collected in 
the shape of a stamp duty. It will be observed that 
the duty is levied even when the price of property 
decreases. In other words, it is a pure tax on capital 
value. 

442. A brief reference may here be made to another Special assess- 
class of taxes, namely, special assessments, which are 

a peculiarly American developmient, though they are 
also found in a few German cities ; They are com- 
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Tile taxes on 
penons fall 
into six 
oategoxi«B. 


pulsory contributions assessed in proportion to the 
special benefits derived by ov^ners of property on 
account of specific improvements undertaken by the 
State or local authorities in the public interests 
They are essentially taxes on unearned increment, 
although the term ‘ unearned ’ is applied in a more 
restricted sense than in the case of the taxes on un- 
improved value imposed in Prussia and some of the 
British Colonies. They apply to all sorts of improve- 
ments, such as grading, paving, sprinkling with water, 
illuminating with gas, construction of drains and 
sewers, and development of public parks and squares. 
These taxes would seem to be particularly suited to 
the peculiar conditions of India, under which a single 
local authority has to operate over an area extending 
sometimes to several thousand square miles. The 
Committee would suggest that, in the case of works 
executed by local authorities for the benefit primarily 
of a specific area, as, for instance, ^ village road con- 
necting particular villages with the main road, the 
local authority concerned should be in a position to 
recover the whole or a portion of the cost in the shape 
of an annual cess imposed for a limited period on 
land in that area. The adoption of this principle 
would be of great assistance in the development of the 
rural tracts, since a tax of this nature is more accept- 
able to the villagers than a rate imposed over the whole 
area under the jurisdiction of the local authority. At 
the same time, it would have a most desirable educative 
value in enforcing the lesson of direct responsibility 
for schemes of local improvement. It would also be 
possible for the local authority to impose these tem- 
porary taxes during prosperous seasons and so to make 
the burden less felt. 

Taxes on Persons. 

443. The principal taxes on persons now levied by 
local bodies are the following — 

(1) A tax on circumstances and property in the 

United Provinces, the Central Provinces, 
Bengal, and Bihar and Orissa. 

(2) A tax on professions, trades, and callings in 

Calcutta, Madras and the Punjab, and as 
an alternative to the tax on circumstances 

•Seligman: Essays in Taxation, page 414. 
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and property in the United Provinces and 
the Central Provinces. 

h(3) a tax on companies in Madras. 

(4) A tax on pilgrims in Madras, Bombay, the 

United Provinces, the Central Provinces 
and Bihar and Orissa. 

(5) A terminal tax on passengers in Calcutta and 

Eangoon. 

(6) A tax on menials and domestic servants in 

certain municipalities in the Punjab, 
Bombay and Madras. 

444. The tax on circumstances and property ig Tax on 
levied in many cases as an alternative to a tax on lands 
and buildings, chiefly in municipal areas. In 1922-23 
it yielded in these areas 4*49 lakhs in Bengal, 1-99 
lakhs in Bihar and Orissa, *35 lakh in Assam, and 
4*24 lakhs in the United Provinces. In the latter 
province, ^ it has also been introduced in rural areas as 
a tax on incomes other than those from agriculture and 
yields about 7 lakhs a year. ’The tax is generally 
assessed by an assessment committee composed of 
members of the local body or the inhabitants of the 
local area under its jurisdiction. Persons who can- 
not pay a minimum sum, generally 1 anna a month, 
are exempt, and the maximum payment is limited 
generally to Es. 12 a year. In the Central Provinces, 
the sum required is first determined and the tax is 
apportioned. Subject to these restrictions, the tax is 
assessed, partly on taxable capacity and partly on the 
benefit principle, that is to say, with reference to what 
is knovm of the incomes of the tax-payers, their social 
position, the sizes of their families, the extent of their 
property within the local area and the benefits they 
derive from the activities of the local body. The 
-equity of the assessments so made is much questioned. 

In the Bill to revise the municipal law In Bengal, 
which has recently been introduced,^ provision is made 
for abolishing this tax and replacing it by separate 
taxes on holdings and trades and professions on the 
ground that it is difficult to assess and gives rise to 
widespread complaints of unfair incidence.^ In the 
United Provinces the tax is universally disliked and 
most municipal boards are anxious to abolish it. _ In 
the report on Local Administration for the province 
for 1923-24, it is stated that the unpopularity of the 
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trades. 


tax is due “ to its inelasticity and the lack of a just 
and equitable system of assessment The inequity, 
it is asserted, generally takes the form of favouring 
the influential and placing too heavy a burden on the- 
poor. 

445. A tax on professions and trades has been 
familiar in India from very early times. It was. 
levied under the British Government between the years. 
1867 and 1886 under the various License Acts, which 
for a time took the place of the income-tax. Since- 
1886, it has been levied principally in municipalities^" 
but quite recently it has been introduced into local 
board areas also. Its yield in municipal areas in 1922- 
23 amounted to Rs. 10*29 lakhs in Madras, Rs. 12*21 
lakhs in Bengal and Rs. 1-30 lakhs in the United 
I^rovinces. 

As levied in Madras, this tax is not essentially 
different from an income-tax. In the Madras city, alt 
persons, other than shopkeepers and a few others, with 
incomes of less than Rs. 100 per month are exempt. 
For purposes of assessment the people liable to the tax 
are divided into classes according to their income, and 
the tax is levied subject to a maximum fixed. by_ the- 
Government in the Act. The rates are comparatively 
high for India as will be seen from the following 
table : — 



Montlily income. 

Rate half-yearly. 


Maxhtiuiu. 

Minimnni. 



Es 

Rs. 

Class I 

Rs. 5,000 or n^iwards , 

500 

3-0 

Olftss ii IT ■ 

Rs. 3,000 or upwards, but less 
than Rs. 6,000. 

SOO 

210 

Class III . 

Rs. 2,000 or upwards, but less 
than Rs. 8.000. 

200 

140 

Class IV . < 

Rs. 1,000 or upwards, but less 
than Es. 2,000. 

Rs. YBO or njjwards but less than 
Rs. 1,000. 

90 

60 

Class V 

45 

30 

Class VI . 

Rs. 500 or upwards, but less than 
Rs. 750. 

30 

20 

Class VII , 

Rs. 200 or upwards, but less than 
Rs. 500. 

12 

8 

Class VIII . 

Rs. 100 or upwards, but less than 
Rs. 200. 

5 

4 

Class IX , 

A U hotel keepers, lodging, board- 
ing, eating and refreshment 
house keepers and shopkeepers 
not assessed under any of the 
previous classes. 

1 

1 
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In Calcutta, the tax is practically a license fee on 
professions. Everyone carrying on a profession or 
itrade, from a barrister to a hav^ker, is compelled to 
i:ake out a license, the license fee in the first case being 
Jts. 50, in the latter He. 1. 

The tax is levied in 49 municipalities in the United 
Provinces, but the total income in 1923-24 was only 
Ps. 1-34 lakhs. 

In Bombay, the Punjab and the Central Provinces, 
it is hardly levied at all. 

The tax has also been introduced recently in rural 
.areas in Madras and the Punjab. In the former case, 
59 taluk boards which levied the tax in 1923-24 derived 
a total income of Ps. 1-24 lakhs, the income exceeding 
Ps. 5,000 only in the case of seven taluk boards. The 
highest amount realised by any one board was Ps. 
10,500. This was (exclusive of the tax levied in unions. 
In the Punjab, the tax was levied under the name of 
the haisiyat by 22 district boards, the rates ranging 
from Pe. 1 to Ps. 50, and yielded a total sum of 
Ps. 1-53 lakhs. In both these cases, considerable 
administrative difficulties were encountered, which 
were greater in Madras than in the Punjab in pro- 
portion as the divorce of local administration from the 
general administrative staff was more complete. In 
Madras, several taluk boards have decided to abandon 
the tax, while in the Punjab a scheme is in contempla- 
tion for employing pensioned officers for its assessment 
.and collection. As the Committee have already indi- 
cated, the root of these troubles lies in the fact that 
in India each local body operates over too large an 
area. When the tax is levied by a panchayat for its 
-own purposes, these difficulties are not encountered. 
On the other hand, there would appear from the report 
nf the Inspector- General of Panchayat s in Madras to 
be a tendency for these bodies to trench on the sphere 
'of imperial and provincial taxation. So long as the 
tax continues to be a source of revenue of the larger 
bodies, the remedy for the difficulties that have been 
referred to seems to lie in entrusting the assessment 
and collection to the general administrative staff of the 
■districts. 

The introduction of the tax in the Bombay Prosit 
tdency was suggested by a Committee appointed by the 
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Bombay Government to enquire into the question of 
local taxation in 1915. Proposals have been recently 
made in the same Presidency for the levy of a tax on 
all non-agricutlural incomes exceeding Ps. 600 pietr 
annum for financing a scheme of compulsory education. 

446. The tax on companies is a complement to the 
profession tax which has been recently introduced in 
the Madras Presidency, both in municipalities and in 
rural areas. All the municipalities but ten have 
adopted it, and it yielded in 1923-24 a sum of T49 
lakhs. In its present form it is assessable on the paid- 
up capital of the company, but may be assessed on the 
gross income in the case of any local body within 
whose jurisdiction there is neither a head nor a branch 
office, and the company has not earned a gross income 
of Es. 25,000. The former method of assessment is 
obviously open to grave objection, since it is impossible 
to determine the paid-up capital of a branch office, and 
the Madras Government have already under considera- 
tion a proposal that the tax should be levied on net 
income, gross profits or business turnover instead of on 
paid-up capital, 

447. Taxes on pilgrims are usually levied on the 
railway tickets and are collected by tne railway com- 
pany for a small commission. They apply only to 
certain pilgrim centres, and in many cases they can be 
imposed only during certain festivals. There is usual- 
ly a free zone, all passengers coming from stations with- 
in the free zone being exempt from the tax. As a tax 
on transport, this tax is theoretically objectionable, but 
the rate is so low that it involves little hardship or 
addition to the expenditure which the pilgrimage 
normally involves. On the other hand, the receipts are 
generally earmarked for very necessary purposes of pro- 
viding conveniences for pilgrims and taking measures 
to prevent the spread of epidemics. 

448. A terminal tax on passengers is levied in 
Calcutta and Eangoon, but the proceeds are credited 
entirely to the funds of the Development Trusts in 
these two cities. In Calcutta, this tax is collected in 
the shaoe of a surcharge of half an anna on each rail- 
way or inland steamer ticket from all passengers arriv- 
ing in or departing from the city by railway or by 
inland steam vessel. The receipts in 1923-24 amounted 
to Es. 2 lakhs. In Eangoon, the tax is levied only on 
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passengers departing by sea for a destination other 
than a port in Burma. The tax is levied at the rate 
of Es. 2 per passenger and is collected by means of a 
surcharge on passengers by the owner of the vessel in 
which the passengers are carried. The income realised 
in 1923-24 was Es. 4-08 lakhs.' A light terminal tax 
on passengers may be justified in the case of a large 
city on the grounds that, as a centre of trade or amuse- 
ment or of public offices, many non-resident persons 
come in and make use of the amenities provided by the 
local governing body, but it is difficult to apply this 
reasoning to the case of the tax levied in Eangoon, 
which appears to be levied largely, for the benefit of 
permanent residents of the town, on coolies who merely 
pass through it. 

449. The tax on menials and domestic servants 
levied in four municipalities in the Punjab, one in dom^tio 
Bombay and two hill stations in Madras, and is collect- servants, 
ed from the employer. The total revenue from this 
source in all the provinces in 1922-23 was only Es. 

24,000. 


Fees and Licenses. 

450. Fees and licenses are very numerous and are Municipal 3 
levied by almost every municipality in India. They 

may be classified under three principal heads : — 

(1) Fees for specific services rendered by the muni- 

cipality, such as private scavenging fees. 

(2) Fees which are partly in the nature of luxury 

taxes and which are partly levied for pur- 
poses of regulation, such as licenses for 
music, vehicles, dogs and other animals. 

(3) License fees, the primary object of which 

is regulation, such as fees for offensive and 
dangerous trades, and license fees for 
pawn-shops in Burma. 

451. The principal fees for specific services are Fees for 
those levied for scavenging purposes. In Madras, the speomoi 
private scavenging fee is based on the number of 
latrines attached to the house, but in some provinces a 
special house tax based on the annual value is levied 

for conservancy purposes, as for instance the halalkhor 
tax in the Bombay Presidency, in other words the fee 
becomes a rate. 
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Luxury 452. Lic8nse fees on carriages and animals, wLich 

taxes. most important taxes under this head, are 

levied partly for purposes of regulation and partly for 
the use of municipal roads, but the rate of tax is very 
much higher for the more luxurious class of vehicles. 
The income derived from this source in the different 
provinces was as follows : — 


Province. 

1921*22. 

1922-23. 

1923-24. 


Rs. 

Hs. 

Ks. 

(1) Capital cities — 

Madras City . 

1,81,796 

2,29,326 

2,23,270 

Bom'bay City (n-Tieel tax) 

7,61,000 

11.91,000 

9,85,511 

Calcutta . 

3,43,627 

3,32,788 

2,13,762 

Rangoon . 

45,114 

41,876 

55,960 

(2) Other municipalities— 

Madras Presidency . 

8,10,000 

3,31,000 

3,46,149 

Bombay . , , 

8,76,498 

4,14,739 

4,51,140 

Bengal 

2,54.044 

2,53,179 

2,38,167 

United Provinces 

1,29,216 

1.36,974 

1,61.190 

Punjab . 

63,329 

74,109 

83,753 

Burma . 

87,250 

1,00.616 

97,792 

Bihar and Orissa 

1,41,025 

1,49,887 

1,71,694 

Centml Provinces 

79,882 

82,601 

80,872 

Assam 

24,897 

26,877 

29,240 


license fees 453. License fees for purposes of regulation are 
i?jregJFr4on. usually confined to certain offensive or dangerous 
trades. The precise nature of these trades is not clear- 
ly defined in some of the provinces. In one province, 
restaurants are classed as a dangerous and offensive 
trade, while in the United Provinces Act provision is 
made for the taxation of all trades and callings carried 
on within the municipal limits and deriving special 
advantages from or imposing special burdens on muni- 
cipal services. The income realised from this source 
is almost negligible. 

In Burma, however, pawn-shop licenses constitute 
nn important source of municipal income. Under the 
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Burma Towns Act and the Burma Village Act of 1907 
provision is made for the grant of licenses for keeping; 
pawn-shops or carrying on the business of pawn- 
brokers, and for the sale of such licenses by auction 
under rules made by the Local Government. The City 
of Rangoon Municipal Act of 1922 contains a much 
wider provision for the levy of a license fee “ for the 
doing of any act for which the permission of the Cor- 
poration is necessary The income of municipalities 
in Burma from pawn-shop license fees for the years 
1922-23 and 1923-24 is given below : — 

1932-23 1923-24 

(in lakhs of rupees) 

City of Rangoon . . . 2'99 3*52 

Other mnnicipalities in Burma . 2‘33 2-75 

The pawn-shops are primarily a police institution 
and the system of selling the monopoly by auction has 
been found to be administratively convenient since 
petty thieves are prevented from passing their goods 
on under cover. These shops are mostly kept by 
Chinese immigrants. 

General Summary and Conclusions. 

454. The main conclusions of the previous para- Conclusions, 
graphs may be summed up under the three following summarised* 
heads ; — ' 

(1) The general rate of taxation is undoubtedly 

low; 

(2) too much reliance is placed on indirect taxes 

on trade and transit ; 

(3) in the rural areas the jurisdiction of the local 

bodies are too large from the fiscal point of 

view- 

It is perhaps hardly necessary to emphasise the fact —the low 
that the finances of local bodies all over the country 
are inadequate for the services which they have to per- 
form. It is not for the Committee to enlarge upon 
these services, nor to enter upon an analysis of the com- 
parative weight of taxation as compared with income 
in different countries, but it is perhaps pertinent to 
remark that, in this matter of local taxation, the inci- 
dence per head of the population in India is ^ of that 
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in the United States of America, of that in the 
United Kingdom, of that in Japan, ~ of that in 

hranoe and ~ of that in Italy. One of the causes of 
this is no doubt to be found in the development of the 
local bodies by a process of devolution, to which refer- 
ence has been made, and another in the fact that the 
taxation of real property, which should be the main 
■basis of local taxation, has in a great measure in India 
been reserved for the State. The Committee have sug- 
gested what they hope will ahord at least a partial 
remedy for this in the standardisation of the rate of 
State taxation on the land, accompanied by a develop- 
ment of local taxation of real property. In the case 
of lands used for purposes other than agriculture, that 
is, generally speaking, lands within municipal limits, 
they have gone further, and while pointing out how 
exceedingly lightly this class of property escapes, have 
suggested ' that the Provincial Governments should 
make over to local bodies a substantial part of the reves- 
nue that they at present take. This process, coupled 
with an increase in the very low local rates imposed, 
and an improved system of assessment, ought to result 
in course of time in a large increase in the municipal 
income. 

Meanwhile, the Committee recommend that a stre- 
nuous endeavour should be made to get rid of in- 
direct taxation in the shape of octroi and terminal 
taxes and to replace it, if not by taxation of property 
and persons, at least by something in the nature of a 
tax on sales. The tax in its present form is one that 
is condemned by economists everywhere, and there are 
visible tendencies to develop it into a regular tax on 
transit, so much so that the Committee have ventured 
to suggest that it is a function of the Cientral Govern- 
ment to exercise more control in the interests of the 
general trade of the country. Similar remarks apply, 
but in a less degree, to the case of tolls in Madras. It 
is certainly desirable that these should ultimately be 
abolished, though it is difficult to see how, under pre- 
.sent conditions, the revenue can be replaced. For the 
present, the Committee have recommended the abolition 
of the tolls in the case of motor vehicles and their re- 
placement by provincial taxation to be distributed by 
'.a road board. This should be accompanied, if the 
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development of motor transit is not to be hindered, by 
a reduction m ttie rate of the import duty. 

In the case of local areas, the chief cheek on the —the desira- 
development of any taxation other than the rate on 
land appears to the Committee to arise out of the fact jurisdictions, 
that the jurisdictions of these bodies are so large as 
to remove them from effective touch ■with the tax- 
payers. The Committee are of opinion that the objec- 
tions to the imposition of taxes on houses and persons 
would be to a great extent removed if the administra- 
tion of these taxes was entrusted to bodies resident in 
the villages on which the taxes fell. It is very desir- 
able, therefore, from the point of view of taxation at 
any rate, that the development of the future should 
be in the direction of restoring the influence of the 
village panchayat and limiting the functions of the 
bodies at present operating. Subject to these remarks, 
the tendency in the direction of development of 
personal taxes upon non-agriculturists is one to be en- 
couraged since, as has been seen elsewhere, the small 
traders in the villages compose one of the classes who 
escape more lightly than any others from the burden 
of taxation. 


Local Taxation of Rail-ways. 

455. There are certain properties to which the ordi- Ttere are 
nary principles of local taxation do not apply. The Sh tff 
most important of these are the properties of railway or^ary 
companies and of persons conducting mining enter- noSpR.'^^ 
prises. 

456. The railways in India are in the main Govern- Railway 
ment property and in several cases they are also 
managed by the State. The question therefore arises exempted 
whether a subordinate local administrative body can coSes. 
or should be allowed to tax an Imperial monopoly; for 

It may be observed that profits from provincial and 
municipal enterprises, such as irrigation receipts or 
profits from markets are exempt from inoome-tax. In 
the second place, railways are primarily intended to 
develop the country, and to the extent to which they 
compete with roads, they actually relieve local bodies 
of a portion of their expenditure on communications. 

In the third place, railways do not benefit to the same 
oxtent as private property by the activities of local 
.authorities. For reasons of this nature, in some Euro- 
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pean countries railways are completely exempt from 
local taxation, and even in England, where the railways 
are owned, by private companies, the general district 
rate for local purposes is levied on only one-fourth of 
the net annual value of railway property. 

457. The Committee do not propose to deal with 
the general question of exemption of railways from 
local taxation, for the reason that the Financial Com- 
missioner to the Railway Board has stated in evidence 
that, although he is personally in favour of such exemp- 
tion, such a measure is not now within the range of 
practical politics, since in numerous notifications issued 
under the Railways Act, the Government have definite- 
ly admitted the liability of railway companies to taxa- 
tion for local purposes, and the companies have also- 
acquiesced in the position. 

458. The difficult question of the assessment of 
railway property to local taxes is one in regard to 
which the example of other countries affords little 
assistance. Of the arrangements in the United States 
of America, Professor Seligman has stated that ‘‘ the 
remark of the Railroad Tax Committee of 1879 still 
holds good to-day that a more discouraging example 
of general confusion could hardly be imagined 

In England, the situation is governed by the fact that, 
the only tax in question is a local rate. There are no- 
statutory provisions regarding the valuation of rail- 
way property and the assessments are made in accord- 
ance with the Parochial Assessments Act of 1836. 
The method of valuation is described in detail in the 
final report published in 1901 of the Royal Commission 
appointed to inquire into the subject of Local Taxa- 
tion. For purposes of assessment, stations are valued 
and rated separately from the rest of the undertaking, 
the annual value of the stations being assumed to be a 
percentage of the value of the land and the cost of 
the buildings. In the case of refreshment rooms, book- 
stalls, etc., not in the occupation of the railway com- 
pany, the rent paid by the occupants is taken into 
account in the valuation of the station, and so also 
is the enhancement in value brought about by the 
letting of spaces for advertisements. As regards the 
running line, the net annual value of the portion with- 
in each parish is estimated on what is known as the 


Seligman; Essays in Taxation, page 177 . 
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profits principle. “ This principle is that a tenant 
would give as rent a sum equal to the receipts from 
the property less the expenses of earning them and 
less the ordinary profit which a tenant would expect. 
Valuations on this principle include the value, if any, 
which may be attributed to the more or less com- 
plete monopoly conferred on the railway by natural 
conditions and parliamentary enactments, and in this 
respect among others a valuation starting from profits 
would differ from one which was based on the ' con- 
tractor’s rent ’ principle, i.e., mainly on capital out- 
lay.”* 

It is unnecessary to describe the details of the 
valuation, since the method is based on so many 
assumptions of a hypothetical character that it v/ould 
be difficult to say that the final results have any pre- 
tence to scientific accurac}^ A valuation of each 
railway as a whole has often been recommended as a 
means of avoiding the difficulties and absurdities of 
the parochial system, but the recommendation, though 
endorsed by the Royal Commission, does not seem to 
have been given effect to. 

The Scottish and Irish systems are more logical. 
A valuation of the railway as a whole is made by a 
separate officer. “ Under the Scottish system the gross 
revenue of the railway company is taken from the half- 
yearly accounts and then certain deductions are made 
for working expenses and tenant’s allowances.”* The 
total value of the railway thus arrived at is first 
divided between the running line on the one hand and 
stations on the other, and the valuation of the stations 
is allocated to the rating areas in which they are 
respectively situated. The value of the running line 
is allocated according to the mileage of each rating 
area. The Irish system is very similar to the Scottish, 
but the distribution among individual rating areas is 
according to the number of train miles in each. 

459. In India the earlier Railways Acts of 1854 
and 1875 contained no provision as to the taxation of 
railways by local authorities, and municipal taxes were 
levied in many provinces before the Act of 1890 was 
passed. Meanwhile guaranteed and State railways 
in Bengal were specifically exempted from cesses by 

*B,eport of the Royal Commission on Local Taxation, England and 
Wales, 1897-1902, pages 57 to 59. 
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means of a notification issued by the Government under 
the Bengal Cess Act of 1880, and a similar exemption 
was granted in some other provinces. Since 1890 the 
local taxation of railways has been regulated by sec- 
tion 135 of the Railways Act of that year, the object 
of which, as explained by the Government in a letter 
issued in 1901, was not to relieve railway administra- 
tions from any liability to local taxation, but to obtain 
control over the demands on railway administrations 
by municipalities and other local authorities and to 
see that railway administrations are not unfairly ex- 
ploited for the benefit of local authorities.”* The 
policy of the Government of India, however, as illus- 
trated by the numerous notifications issued under this 
section, has not been consistent, and some of the diffi- 
culties of the present situation are partly due to the 
contradictory principles enunciated by them and to 
their failure to utilise their powers under the Act. 
The Committee desire to point out that the Act of 
1890 contains ample provision for preventing any ex- 
ploitation of railways for purposes of local taxation. 
The Government can, by refusing to issue a notifica- 
tion under sub-section (1) to section 135, prevent the 
imposition of any new tax on a railway by a local body. 
They can, by revoking an existing notification under 
sub-section (3), exempt any railway area from the 
operation of any particular tax, or "of all local taxes 
that are being levied. They can further, under sub- 
section (2), have a fair and reasonable charge substi- 
tuted for any specific tax. The railway company have 
also power to enter into a contract with a local autho- 
rity for payment for any service. What the Govern- 
cribe general methods of determining what is fair and 
ment of India have no power to do is either to pres- 
reasonable or to decide in cases of dispute what is a 
fair contract payment for a particular service. 

460. As has been stated, however, these powers have 
not been at all fully utilised, and as a consequence diffi- 
culties hpe grown up between the companies and the 
local bodies in cases of which the three following class- 
es are typical ; — 

(1) In the first place, the companies in many 
places have formed colonies of railway 

V, m* India Public Works Department, Letter No. 2t> 

R.T., dated 7th January 1901. , , 
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servants in the neighbourhood of munici- 
palities and have provided many of the con- 
veniences afforded by the municipalities 
such as water-supply, conservancy, and in 
some places even roads and lighting. The 
municipalities have moved to have such 
colonies included within the municipal 
limits for purposes of taxation, although 
they were not in a position to provide the 
necessary services at the standard required 
by the companies, and the companies have 
consequently been compelled to maintain 
the services themselves as before, while 
paying for municipal services which they 
do not use. 

^(2) Secondly, municipalities in several cases have 
imposed specific charges upon railway 
settlements already within their limits in 
respect of services which the railways are 
supplying themselves. 

<(3) Thirdly, there has been no uniformity either 
as regards the nature of the taxes levied or 
as regards the methods of assesment of in- 
individual taxes. Consequently, a com- 
pany dealing with a number of different 
local bodies, sometimes in different pro- 
vinces and administering different laws, is 
unable to adopt anything in the shape of a 
uniform procedure in the matter. 

461. The first difficulty is one that it would be pos- Mettoda of 
’sible to deal with by the use of the powers conferred o“ 

under section 135, but such action would be undesir- the new in- 
able, because it would involve the practical overriding ^ 

of the action of the Local Government, on which rests ooionyT 
the responsibility for sanctioning the inclusion. More- 
over,^ certain of the municipal services, such as the 
municipal roads, the markets, the hospitals, the schools 
and other institutions, are made use of by the inhabit- 
ants of the railway settlements, and if the principle 
that railway undertakings are proper subjects for local 
taxation is conceded, the exemption in such a case 
should at any rate be only a partial one. A preferable 
alternative would be to make special provision for the 
railway authorities to be heard by the Local Govern- 
ment before any order is issued approving the inclusion 
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of a railway colony within a municipality. The hear- 
ing would have reference to such considerations bearing 
on the subject as have been mentioned above, and there 
might be considered in suitable cases alternatives to 
inclusion such as, where the settlement has a large, 
fairly isolated and more or less self-contained popu- 
lation, the constitution of it into a separate munici- 
pality, and in other cases a contract payment for the 
municipal services of which the railway colony does 
make use. 


The case of 
an. existing 
colony ■within 

a muni- 
cipality. 


462. The second case can generally be dealt with 
under the provisions of the present Act. If a railway 
company provides service for a railway colony within 
a municipality and the municipal council levy a speci- 
fic tax for the same service under conditions under 
which the Governor-General in Council is satisfied that 
the company is justified in continuing its own arrange- 
ments, then it lies within the power of the Governor- 
General in Council to annul the levy of the tax. When 
a company derives some benefit from a service or 
services, but not the full benefit which the levy of the 
tax implies, there may either be fixed a fair and reason- 
able charge, or preferably an agreement may be come to 
for a proportionate reduction. The Committee would 
suggest that a reasonable basis for such an agreement 
would be the remission of a proportion of the tax paid 
by the colony, the proportion being fixed with reference 
to the total expenditure of the municipality and the 
expenditure on the services, the maintenance of which 
is undertaken by the compaiiy.'*' 


The difference 468. The third difficulty arises from the great 
pmSce^^^ variety of laws and authorities interpreting them with 
which a railway company may be brought in contact. 
The nature of the property tax imposed and the methods 
of assessment vary from province to province, while 
even in the same province most diverse interpretations 
have been placed in different districts upon the law. 

asseiment— questiou of the equitable assessment of 

recommenda* railway property to local taxation was considered at 

” The point may perhaps he made clear hy means of an algebrical 
formula-;- 

If X is the total expenditure of the municipality, »^he expendi- 
ture of the municipality on the services undertaken hy the company 
and y is the total revenue derived from taxation of the railway com- 
pany, the proper ion to he remitted will be 
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some length by the United Provinces Municipal Taxa- 
tion Committee of 1908-09, who condemned a property 
tax on railways, partly because it is impossible to assess 
with any pretence to accuracy the rental value in the 
case of property which can never be let and which was 
never intended to be let, and partly because the cost of 
the buildings erected by a railway company has no rela- 
tion to the trade of the locality which the station serves, 
nor is it an index of the indirect benefits which the rail- 
way company receives from the area. Por instance, a 
local station is often a junction with very little trade 
from the surrounding country, but the administrative 
and other requirements of the company compel it to con- 
struct at such a station platforms and sidings and large 
sheds or other buildings for the purpose of dealing with 
through traffic. The United Provinces Committee also 
rejected the plan of indirect taxation, which was the 
main system with which they were dealing, and were 
constrained to suggest an entirely new method, which 
they described as a rate on the gross earnings of the 
station. They defined local gross earnings as the 
freight earnings attributable to traffic received at and 
despatched from the stations in the municipal area.’’* 
They considered that these earnings were a good index 
to the amount of traffic passing over the municipal roads 
to the railway stations and were consequently to some 
extent a measure of the indirect services rendered by 
the local authority in the shape of road facilities. This 
method of assessment is, however, defective for reasons, 
some of which have been pointed out by the Committee 
themselves. The gross earnings calculated as suggest- 
ed by the Committee would be twice the revenue attri- 
butable to the stations, since all traffic would be treated 
as attributable to two stations, the station of origin and 
that of destination. Moreover, the gross earnings 
would be greater per ton of traffic handled if the munici- 
pality happened to be a point of despatch or arrival for 
long distance traffic, and they would therefore not be a 
reliable index to the indirect service rendered by the 
local authority. It would be possible to overcome the 
second objection by levying a rate on the total weight 
of goods despatched from or received at the station, 
which would probably be a more logical b^sis of assess- 


■* Report of tlie Municipal Taxation Committee, United Provinces, 
1908-09, paragraph 77. 
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TQent, but there is another grave objection to both these 
methods. The introduction of a tax on railways that 
is not levied on the rest of the town would enable the 
local authority, by raising the rate arbitrarily, to ex- 
ploit the railway for purposes of local taxation. The 
Government would be compelled to fix a maximum rate, 
and since some local authorities would not hesitate to 
introduce the maximum rate in the case of a tax that 
did not affect the inhabitants of the towns, the Govern- 
ment would in practice have to fix the actual amount 
that the railway should contribute towards local expen- 
diture. In the opinion of the Committee these pro- 
posals would not only fail to produce an equitable sys- 
tem of taxation, but would involve over a great part of 
India a complete alteration of a system which has at 
least the merit of being generally recognised and under- 
stood. 

The Commit- 465. Tlius the idea of taxing traffic fails; it has 
already been seen that the systems in force in other 

system. countries indicate no definite principles which would 
serve as a guide ; an octroi on goods which are not for 
the consumption of the town is out of the question. The 
Committee are therefore of opinion that under the cir- 
cumstances it is advisable to make the best of the exist- 
ing system of taxation of property, which though un- 
doubtedly defective, has at least this in its favour, that 
it has been a long time in force. 

But it should 466. It has already been seen that the ordinary 
principles for the assessment of property tax in munici- 

principies. palities cannot be applied to the property of a railway 
company, and some alternative principle has to be taken 
as a guide. The principle which is most appropriate 
seems to be that local taxes are largely of the ntaure of 
payments for services rendered, and that the service' 
rendered to a railway can best be gauged by the extent 
and value of property used for the reception and des- 
patch of goods and passengers. The Committee furth- 
er consider that, since the Government have definitely 
admitted the liability of railways to local taxation for 
general purposes, it would be illogical to exclude the 
track, but since it has been excluded till now, the ex- 
emption should continue. As regards the method of 
assessment, they have examined the diverse systems in 
force in the different provinces and have come to the 
conclusion that the Bombay system may be recommend- 
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ed for general adoption. In that Presidency railways 
properties are divided for the purpose of ascertainment 
of annual value into five classes according to the use to 
w'hich they are put, and the annual value is fixed as 
follows : — 

(1) All buildings, such as railway stations, goods, 

engine, carriage and other sheds, signal 
boxes, godowns, etc., used for carrying on 
the traffic of the railway, at 6 per cent on 
the cost of the buildings and land. 

(2) Workshops and necessary offices connected with 

the working, at 5 per ..cent on the cost of 
buildings and lands. 

(3) Offices used for general administrative pur- 

poses, as distinguished from offices connect- 
ed with the working of stations, at the 
amount for which such offices might reason- 
ably be let to the public. 

(4) Residences for railway employees, including 

such portions of the railways as may be used 
for residential purposes, at the sums at 
which such residential quarters might 
reasonably be let without regard being had 
to the building cost or rents actually paid 
by the railway employees. 

(5) Lands under rails and sidings, lands used for 

sorting, stacking or for similar purposes, at 
5 per cent on the actual value of the land 
at the time the rent is fixed. 

All vacant land is taxed in class (5), but permanent 
way and bridges are exempted, except in the case of 
overbridges which form an integral part of stations. 

All sheds, godowns, chowkis, etc., which are fixed to 
the ground are taxed. 

The rate of property tax in each case should be the 
rate fixed for other properties in the same town. 

467. The general adoption of these principles would TLe legfaia- 
probably require legislation, which might take the form required, 
of empowering the Governor-General in Council to 
frame rules prescribing the methods to be adopted in 
the assessment of railway property. In view of the 
existing confusion and want of uniformity in the sys- 
tem, such legislation would appear to be amply justi- 
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fied. Provided the items to be assessed and the system 
of assessment are prescribed by statutory rule, there 
would not appear to be any necessity to alter the ar- 
rangements in regard to the assessing or appellate 
authority. Should that proposal fail, it would appear 
to be desirable, in the interest of uniformity, to provide 
at least for all appeals in the same province to go to the 
same authority. Such an authority might be a com- 
mittee consisting of the Commissioner or the Collector, 
the local Inspector of Railways, and the Inspector of 
Local Bodies, in provinces where such an officer exists, 
or a representative of the Local Self-Government 
Department. 

468. So far, the discussion has been confined to the 
,r application to the case of railway properties of the 

main municipal tax or rate which is applied for general 
purposes. There have to be considered in addition 
municipal taxes of two other classes, namely — 

(а) taxes imposed as the equivalent of specific ser- 

vices rendered, and 

(б) taxes imposed on private individuals. 

The question of taxes imposed for specific services 
rendered has already been discussed on general lines. 
Where the services are rendered to railway property, 
the railway company may either pay the tax, or con- 
tract for the rendering of the service, or, with the con- 
sent of the Governor-General in Council, make its own 
arrangements and be exempt from the tax. Where the 
services are rendered to individuals, as for instance to 
railway officers at their residences, the tax must of 
course be paid by them as by any other individual living 
in the town. 

469. Similarly, as regards the taxes on individuals, 
such as a profession tax, a tax on carriages or a license 
fee for dogs. The fact that a particular individual 
residing in a municipality is in the employment of a 
railway company can, of course, afford no reason for 
exemption from taxation of this kind. Similarly, in 
the case of octroi or terminal tax on goods imported by 
individuals. And under this head must be included 
importations on behalf of railway co-operative stores 
and refreshment rooms. 
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470. In addition to the municipal taxes, questions 
have sometimes been raised regarding the levy from 
railway companies of local board taxes and the chowJci- 
dari tax. The main local board tax is a cess on land 
for the purpose, chiefly, of the maintenance of roads. 
Inasmuch as railways compete with roads, and one of 
their main purposes is to relieve the roads of traffic and 
so decrease the cost of their maintenance, it is illogical 
to subject them to cesses for the maintenance of roads. 
The concession enjoyed by State and guaranteed rail- 
ways under the Bengal Cess Act should therefore be 
extended throughout India, if there are any railways 
that do not enjoy it. 

It has been suggested, however, that an exception 
should be made in the case of mines maintained by rail- 
ways and that these should be made liable like other 
mines to the provisions of the Bengal Cess Act. The 
question is again one of the services rendered. An 
ordinary small mine uses local roads to place its coal on 
the railway, but it may be generally assumed that a rail- 
way owning a colliery will remove the whole of the coal 
from it by rail and will not use the roads at all. If the 
latter be the case, there appears to be sufficient ground 
for the exemption granted by the Bengal Cess Act. 

471. The chowkidari tax is applied to the protec- 
tion of the property of the villager and is levied from 
‘ any person living in the village or owning or occupy- 
ing a building in the village for storing property or col- 
lecting rents in cash or produce It would seem from 
this that railway servants living in a village would be 
liable to the tax and that the railway would also be 
liable in respect of its goods sheds. The amount levi- 
able would be small and there does not seem to be any 
sufficient ground for exemption inasmuch as the ser- 
vices of the village police would be likely to be used in 
the case of a theft from such property just as much as 
in the case of one from any other house in the village. 
Moreover, the chowkidari tax is in process of develop- 
ment into a scheme of payment for local services by 
which, in the case of small villages, the railway proper- 
ties will benefit with the rest. As the villages develop 
into municipalities, other forms of taxation will be in- 
troduced and other considerations, which have already 
been dealt with, will apply. 

^ The Bengal Village Chowkidari Act, 1871. 
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Local Taxation of Mines. 

Mines are 472. The problems presented by the' taxation of 

JpectoTcase— for local pTirposes are in some respects similar to 

tS general those wMcb bave been discussed in relation to railways. 

There is considerable diversity at present in the differ- 
ent provinces concerned, not only in the matter of the 
imposition of local taxes, but also in that of the bases 
of assessment of the taxes imposed. No special tax is 
levied in the Punjab, the United Provinces, Burma or 
Madras. In Assam a cess is leviable on the surface 
rent only. In Bombay a cess at the rate of one anna in 
the rupee is collected by the Government on the rent and 
royalty payable on mining leases, and credited to local 
funds. In the Central Provinces, under section 51 of 
the Local Self-Government Act, a District Council may 
impose “ a tax, toll or rate other than those specified in 
sections 24, 48, 49 and 50’’. Advantage has been 
taken of the wide powers conferred by this section to 
impose a cess of half an anna on every ton of coal export- 
ed from the Pench Valley coalfield, while the Chind- 
wara District Council has announced its intention of 
imposing a cess on manganese ore exported at the 
rate of one anna per ton. In Bengal, Bihar and 
Orissa there is a general cess on mines levied under 
the Cess Act, and special cesses for particular local 
objects are levied under special Acts in the coalfields. 
The former cess is assessable at the rate of one anna in 
the rupee on the annual value of lands and on the annual 
net profits from mines, forests, tramways, railways and 
other immovable property. As already indicated, 
mines belonging to railways have been exempted from 
this assessment. 

Special laws. 473. The Special Acts applicable to coalfields are, 
in Bengal, the Bengal Mining Settlements Act, 1912, 
and in Bihar and Orissa, the Bihar and Orissa Mining 
Settlements Act, 1920, and the Jharia Water Supply 
Act, 1914. The two mining Settlements Acts provide 
for the establishment of Boards of Health, the expenses 
of which are charged to owners of mines and persons 
entitled to collect royalties, the charge on the former 
being assessed on the amount raised and that on the 
latter on the road cess payable by them. The tax so 
levied represents a pure payment for services rendered 
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-and the amount collected may not exceed the cost of the 
services. The Jharia Water Supply Act was passed 
in order to finance an elaborate water-supply scheme to 
serve a particular colliery area. The cost of the scheme 
is met by a tonnage cess on the annual despatches of 
coal and coke from the mines at such rates, not exceed- 
ing 7 pies per ton of coal, as may be determined from 
time to time by the Water Supply Board, with the ap- 
proval of the Local Government. This cess is payable 
by the companies working the mines. In addition to 
this a further cess is levied on any person who receives 
royalty from any mine situated within the area bene- 
fited, assessed at such rates, not exceeding 5 per cent, of 
the amount o_f the royalty received, as the Board may 
from time to time, with the approval of the Local Gov- 
ernment, determine. This again is a pure payment for 
■service rendered. 

474. It will thus be seen that, while in some pro- 
vinces mines escape making any contribution for local thTtwo ^ 
purposes, in one at least, namely, the Central Pro- oases. 
Tinces, there is a danger of differential taxation under 
cover of a provision in the law which gives powers of an 
unduly wide nature. In the two provinces chiefly con- 
cerned, namely, Bengal and Bihar and Orissa, there 
are two classes of taxes, one for general purposes assess- 
ed on annual value and net profits, the other for special 
purposes, based sometimes on raisings and at others on 
despatches. It has been suggested that there is some- 
thing anomalous in the existence of the two different 
bases of assessment, and the further question has been 
raised in evidence whether, when the tax is based on 
quantity, it is preferable to base it on raisings or on 
despatches by rail. These are both questions which 
require a degree of local knowledge which the Commit- 
tee do not possess, and they understand that the matter 
is already under consideration of the Government of 
Bihar and Orissa. They confine themselves in these 
circumstances to one observation only, namely, that it 
does not appear to them that there is any necessary 
anomaly arising out of the distinction in the bases 
selected for the two classes of taxes. The general cesses 
are raised for the general services of the local bodies 
and are therefore appropriately levied .on the ‘ ability ’ 
principle, whereas the special cesses are earmarked for 
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specific services and in their case the " benefit " prin- 
ciple is appropriate. 

475. Where the basis of assessment does appear to 
the Committee to be open to comment is in the applica- 
tion, under sections 5 and 6 of the Bengal Cess Act, 
1880, of the same rate of taxation to the annual net pro- 
fits of a mining enterprise as to the rental value of a 
piece of agricultural land. It is clear that such an ar- 
rangement must make for differential taxation with 
the result that mines, sometimes situated in out-of-the- 
way corners of a district, may pay a very large propor- 
tion of the local taxation of the whole, or again that 
comparatively undeveloped and sparsely peopled dis- 
tricts may secure, by reason of the existence of mines 
in them, a revenue much larger than that of their more 
developed neighbours. One remedy for this state of 
affairs would be to amend the Act and adopt a defini- 
tion of annual value which would be comparable to that 
adopted in the ease of agricultural land. An alter- 
native course would be to apply different rates to the 
cases of lands and mines, respectively. Another alter- 
native is to constitute separate boards for the localities- 
in which the mines are situated so that they may adjust 
their taxation to their needs. 
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CHAPTER XIV.— THE DISTRIBUTION OF THE 
BURDEN. 


476. The Committee are instructed to examine the Theiimita- 
manner in which the burden of taxation is distributed 

at present between the different classes of the popula- SSaSc™ ^ 
tion, and they are to frame estimates illustrating 
methods of easing the burden where it is too heavy and 
of increasing it where it is too light. The problem 
bristles with difficulties, for, as Professor Seligman has 
pointed out, the incidence of taxation is one of the most 
complicated subjects in economic science, and it is ren- 
dered more so in India owing to the lack of any reliable 
statistical material on which conclusions can be based. 

It would therefore seem desirable to indicate briefly the 
limitations that are imposed upon any enquiry into 
incidence by the inherent difficulties of the subject, and 
the further limitations that are imposed upon the en- 
quiry which the Committee have been directed to make 
both by their terms of reference and by the circum- 
stances of the case. 

477. ' It appears to be supposed in some quarters that The difficulty 
most valuable results can be secured if there can be as- ascertain, 
certained, first, the average income of the inhabitants SSfomS o? 
of a country, and secondly, the average amount of taxa- 

tion that falls upon them. Reference has already been 
made to the extraordinary diversity of opinion amongst 
the accepted authorities as to what does and what does 
not constitute a tax, while as regards the ascertain- 
ment of the average income, it is sufficient to refer to 
the report of the Economic Enquiry Committee or to 
Sir Josiah Stamp’s well-known study of the Wealth 
and Income of the Chief Powers from which it will 
be seen that, even in the case of estimates for countries 
in some of which the statistical material is far more 
complete than in India, allowances have to be made for 
percentages of error varying from 10 per cent in 
England to 40 per cent or more in Spain, Russia, Nor- 
way, Denmark, Switzerland and Japan.* The same 
authority has expressed the opinion in the case of India 
that an estimate of aggregate and average income 


* Sir Josiah Stamp : Cxirrent Prohlems in Finance and Government^ 
page 332. 

p 2 
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might be made within a possible range of error of 35 
per cent, but certainly not less than 25 per cent. 

478 . Even if it were possible to determine the figures 
with reasonable accuracy, they would possess a very 
limited value for comparison of the relative burden of 
taxation in different countries, for the true test of that 
is the relation of the taxation to the taxable surplus or 
taxable capacity of the community, which is roughly 
gauged by the difference between the aggregate income 
and the aggregate subsistence level, or, to put it in 
another way, the average income per head minus the 
minimum of subsistence. It would further be neces- 
sary to take into consideration the distribution of in- 
comes among the community, since it is obvious that the 
taxable capacity of a community consisting of a few 
rich men and a large number of poor ones is greater 
than that of one in which the incomes are evenly distri- 
buted throughout. Accurate figures regarding the 
distribution of incomes are exceedingly difficult to 
obtain in most countries, nor is it practicable to deter- 
mine the minimum of subsistence for different coun- 
tries. In fact, this latter factor represented one of the 
greatest difficulties of the Reparations Committee, who 
found that, for instance, the standard suitable to condi- 
tions in Spain would be impossible in America. .In 
India, this difficulty is further increased by variations 
in the standard of living, mainly due to differences in 
climatic conditions. 

Again, it is essential for a determination of the 
economic effects of taxation in different countries to 
know how and where the taxes are spent. To take an 
instance, if a State replaced a private system of educa- 
tion by a State system and levied a tax to pay for it, 
which was less than the sums paid to the private teach- 
ers, there would be an apparent addition to the tax 
burden, but actually a reduction in the expenditure of 
the tax-payer. For similar reasons several economists 
have pointed out that the apparently heavy incidence 
of taxation per head of the population in the Western 
countries, where on account of the War the internal 
debt is very large, is not comparable with the burden 
calculated on the same lines in a country where the 
internal debt is small. A very large proportion of the 
revenue raised in England is utilised for the pavment 
of interest on the War loans raised in the country itself ; 
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in other words, the amount is only transferred from 
one set of people to another. 

It will thus be observed that an estimate of the pro- 
portion borne by average taxation to average income 
has some value, if qualified by th# price factor, in com- 
paring the condition of the same country at different 
periods, provided that the periods chosen for com- 
parison are not far removed from one another, and 
again in comparing conditions during the same period 
in different countries, provided they are more or less 
similar, but little, if any, value otherwise. 

479. Nor would a comparison of the incidence of Theimpossij 
taxation in India with other countries serve any useful gecunng new 
purpose from the point of view of the Committee’s data within 
terms of reference. What they are directed to do is to S^mrSt- 
compare the shares borne ef the existing total burden tee‘s appoint- 
of taxation by different classes of the population, and 
it was added in the original order appointing them 
that, it would be “within the terms of reference to 
institute such an enquiry into the economic condition 
of the people as they might consider necessary for their 
purpose and to report on the adequacy of the material 
already available, making suggestions as to the best 
manner in which it might be supplemented and the 
most suitable agency for a wider economic enquiry ’ ’ . 

The latter part of these instructions was subsequently 
transferred to the Economic Enquiry Committee, and 
the present Committee were at the same time directed 
to ^suspend action regarding the institution of an en- 
quiry into economic conditions until the Economic En- 
quiry Committee had reported. Their report was 
received only when the report of the Taxation Enquiry 
Committee was already in course of preparation, and 
it hflB therefore not been possible to institute anything 
in the nature of a special enquiry. From a perusal of 
the report of the Economic Enquiry Committee, how- 
ever, it does not appear that this is a matter for regret. 

On the subject of the existing materials for such an en- 
qniry they say that, as regards estimates of income, 
wealth, etc., no satisfactory attempt has been made in 
British India to collect the necessary material on a com- 
prehensive scale, and again that the existing material 
is not sufficient to enable an estimate to be framed re- 
garding the economic condition of the various classes 
of the people or of any administrative unit or units. 
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As regards the future, they suggest a scheme of inten- 
sive study which they hope will give data regarding 25 
per cent of the population in the course of ten years, 
and they state, regarding the application of the results 
of such a study, that %ey will in course of time, afford 
a basis for generalisation as to the distribution of in- 
come and wealth, as also the distribution of taxation, 
Imperial, Provincial and Local, and its relation to the 
income.’'* 

It will be obvious from the above that no special 
enquiry which the Committee could have completed 
within any reasonable period would have been of any 
value for the purpose of replying to their terms of refer- 
ence, and that any enquiry that may be made for the 
purpose will be very expensive and take several years. 

480. The Committee are therefore thrown back 
upon such general knowledge of the comparative in- 
comes and standards of living of classes of the popula- 
tion and such general considerations as to the desir- 
ability or the reverse of particular taxes from the point 
of view of their incidence on particular classes of the 
population as are available to them. 

481. In applying these considerations to their 
terms of reference, the first point which the Commit- 
tee have to determine is what are the classes of the popu- 
lation that need be separately considered from the point 
of view of the incidence of taxation. The problem of 
classification presents peculiar difficulties in India 
owing to the fact that standards of living have in many 
cases no relation to the incomes of the families, but 
vary with the caste or community to which they belong. 
In putting forward the following classification, there- 
fore, the Committee do not suggest that it is exhaus- 
tive. All that they have endeavoured to do is to select 
the most typical classes they can in relation to which 
it is possible to formulate any conclusions. 

Beginning from the bottom they would take, first, 
the two classes of daily labourers, namely — 

(a) the urban labourers, including the lower grades 

of urban artisans, 

(b) the landless agricultural labourers and the 

lower grades of village artisans. 


* Report of the Indian Economic Enquiry Committee, 1926, Volume ^ 
page 40. 
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They next propose to take the case of the agricul- 
turists and examine the conditions of three classes — 

(a) the small holder, whether ryot or tenant, 

(b) the peasant proprietor with a substantial hold- 

ing, generally in the temporarily-settled 
areas, 

(c) the large landholder, generally in the zamin- 

dari areas. 

In the case of the trading community they propose 
to examine the burden of three classes — 

(a) the petty trader in the village and in the town, 

(b) the larger trader, generally in the town, who 

is subject to the income-tax, 

(c) the big merchant class. 

In the professional class they propose to consider 
only two divisions — 

(а) the clerical class, including the subordinate 

ranks of Government servants and the lower 
ranges of professional men, who are not 
subject to the income-tax, 

(5) the upper professional classes. 

482. The taxes that fall on the daily labourer in 
urban localities are, generally speaking, those common ^ 
to the population of those areas, and therefore it is pos- 
sible in this case to get some idea of the average taxa- 
tion per head. 

The principal taxes that affect him are — 

(1) the duty on salt, 

(2) the excise duty on cotton goods and kerosene 

oil, 

(3) the customs duty on cotton goods of the coarser 

class, on kerosene oil, on matches and on 
sugar, 

(4) the customs duty on productive goods, such 

as machinery, raw materials, etc., 

(5) the excise duty on intoxicants, except foreign 

liquor made in India, and 

(б) municipal taxes. 

The duty on salt and the customs duties fall, gene- 
rally speaking, on the whole of India including the 
Indian States. The following statement compares the 
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burden of taxation on the urban wage-earner before 
and after the War : — 


1911—14 (average). 1922—25 (average). 


Taxes. 
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4® 

III 
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(Lakhs) 

(Lakhs) 
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(Lakh s) 



Rs 


Rs- A. P. 



Rs. A. P. 

1. Salt .... 

4.69 

315,2 

0 2 4 


318,9 

0 3 5 

2. Customs duties on 

3,44 

315,2 

0 19 

14,91 

318,9 

0 7 6 
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3. Customs duties on 
productive goods, 
such as maohiaery 
and raw materials. 

76 

315 2 

0 

0 

5 

5,45 

318.9 

0 

2 

9 

4. 

Excise duty on kero- 
seae oil. 






95 

318,9 

0 

0 
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5. 

Excise duty on cotton, 
goods. 

53 

1:243,9 

0 

0 

4 

1,S5 

t 247,0 

0 

1 

2 
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Excise duty on iutoxi- 
oaits except foreign 
liq,uor. 

§ 2,26 

1^1 

1 

4 10 

§ 3,39 

18,1 

] 

14 
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Municipal taxes— 












Consumption taxes || 

2,70 

17,1 

1 

9 


51 4,54 

18,1 

2 

8 

2 


Others 

2,47 

17,1 

1 

7 

1 

U 5,07 

18,1 

3 

2 

1 


Total, Imperial and 

Provincial (items 

Ito 6). 

19 8 

2 13 4 

Toial Municipal 
(item 7) 

3 0 4 

5 10 3 

Grand total 

4 10 0 

8 7 7 

Index number of prices 
(average). 

136 

227 


Tke total iuoideuoe per kead for 1W22 25 corrected wiik refereuco to tke price iudex 
for 1 ] 1 14 is Rs. 5-1-3. 

* The figure for 1922-23 has keen taken as that for 1923-24 is abnormal. 

t Information is not available about coarser cotton goods and tke total has therefore 
been taken. 

J Population of British India alone taken as there are mills in Indian. States. 

§ This has been estimated with reference to the proportion cou’^ributed by certain 
urban areas 

II The municipal taxes on consumption are partly borne by the rural classes who make 
purchases in the towu. 

1[ The figures are for 1923-24 as figures for 1924-25 are not .tvailable. 
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It will be observed that the burden of taxation on 
the poorest class corrected with reference to the price 
index has on the whole increased, mainly owing to the 
increase or new imposition of customs duties on articles 
of universal consumption especially sugar, cotton goods, 
matches, machinery and raw materials. It need 
hardly be pointed out that, under a high general tariff, 
the position of this class will in the initial stages in- 
evitably be rendered worse, since an adjustment of 
wages to an increase in the cost of living is in every 
country a very slow process. 

The taxes which press most heavily on the poorest 
class are the excise duty on intoxicants and the muni- 
cipal taxes on consumption, such as the octroi. There 
would appear from the table to be a very heavy pres- 
sure of other municipal taxes also, but in this case it is 
obvious that the process of dividing a tax like the house 
tax over the whole population greatly exaggerates the 
burden on the poorest class. The Committee have sug- 
gested a removal of the burden of the octroi and ter- 
minal tax by the substitution for them of direct taxa- 
tion which can be graduated according to income or 
taxable capacity. They have also recommended that 
the salt duty, which is now levied at a low rate, should 
not be increased except in cases of grave emergency. 

The Government of India are pledged to the abolition 
of the excise duty on cotton goods as soon as financial 
considerations allow, and this will afford a certain mea- 
sure of relief except in the case of those classes of goods 
in which the home price is determined by the price of 
the imported article. In the case of the duties on in- 
toxicants, the policy of reducing consumption by the 
pressure of heavy duties and the reduction of the num- 
ber of places of vend tends to increase the burden on 
the smaller number who continue to consume them, 
while reducing it in the case of the many. If the policy 
of prohibition matures, it seems to be inevitable that 
the poor man shall be called upon to make up part of 
the loss of revenue involved, and his share is likely to 
take the shape of a tax on tobacco. 

483 . The position of the landless agricultural The landless 
labourer differs from that of the urban labourer in that 
he receives a lower wage, but consumes less imported or 
excisable goods. He is free of municipal taxes, but 
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pays capitation or apportioned taxes in some provinces. 
It is very difficult to bring out tbe effect of tbese changes 
in figures. The following table represents an attempt 
to estimate the burden of taxation on this class before 
and after the War ; 


1911—14 (average). 1922—25 (average'. 
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1. Salt .... 

4,69 

315,2 

0 2 4 

* 6,82 

318,9 

0 

3 5 

2. Customs duties on 
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3,44 
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0 19 
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0 
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5,45 
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0 
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4, Excise duty on kero- 
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95 

318,9 

0 

0 6 

5. Excise duty on cotton 
goods. 

53 

t 243,9 

0 0 4 

1,85 

t 247,0 

0 

1 2 

6 Excise duty on intoxi- 
cants except foreign 
liquor. 


It 226,8 

0 6 10 

§ 13,99 

II 228,9 

0 

9 9 

7. Capitation tax . 

98 

11 226,8 

0 0 8 

1,03 

II 228,9 

0 

0 9 

S. Chowkidari tax 

1,60 

il 226,8 

Oil 

1,50 

II 228,9 

0 

1 1 

Total 



0 13 6 



0 10 11 

Index number of prices 
(average) . 
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227 


Tlie total incidence per head for 1922—25 corrected -with reference to the price index 
for 1911—14 is Rs. 1-0-2. 

* The figure for 1922-23 has been taken as that for 1923-24 is ahnormal. 

t Information is not available about coarser cotton goods and the total has therefore 
been taken. 


t Population of British India alone taken as there are mills in Indian States. 

§ This has been estimated ■with reference to the proportion actually contributed by the 
rural area. 

1) Rural population of British India alone taken. 
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These figures indicate a total burden of Es. 1-1 1-Q 
per head, but it is probable that it will not exceed half 
this amount in the numerous ■villages which are remote 
from liquor shops and the inhabitants of which pay 
neither capitation tax nor ohowkidari and consume 
hand-woven cotton goods and indigenous sugar. It 
does not seem to be either necessary or practicable to 
suggest any substantial relief from a burden of this 
sort. Meanwhile arrangements have been made where- 
by the thathameda and capitation taxes can be con- 
verted into taxes on circumstances and property with 
an exemption in the case of the poorest classes, and the 
chowkidari tax can be developed into a tax for local 
purposes. These arrangements, though they may not 
lower the aggregate burden, will render it possible for 
local bodies to spend more money on services of benefit 
to the rural classes such as education and public health, 
and since these services directly affect the well-being 
and efficiency of the labourers, it may be hoped that a 
gradual improvement in their economic condition will 
follow. 

In the case of these two classes it has been possible 
to make a guess at average incidence because the taxes 
which they pay are paid either by the whole com- 
munity or by large definite parts of it. In the case of 
those that remain the Committee have found it impos- 
sible to isolate particular sections of the community 
and particular sums paid in taxation about which it 
can be said with any approximation to accuracy that 
the one is responsible for the payment of the other. 

484. The class of small landholders is a very large rhesmau 
and important one. In Madras there are no less than 
3,490,000 holdings on which the revenue assessed is 
Es. 10 a year or less. The figures of holdings, of 
course, are not exactly equal to those of the holders, 
but it may be assumed that the number of small holders 
is not much less than that shown. The small holder, 
if he is not a tenant, pays, generally speaking, in addi- 
tion to the land revenue and the cesses, the same taxes 
as the daily labourer, and has a standard of living not 
much higher than that of the daily agricultural 
labourer, though perhaps the proportion of his earn- 
ings which he spends on intoxicants is less. His lot 
is undoubtedly a hard one, but his difficulties are not 
primarily the result of taxation. The absence of alter- 
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native occupations, the crowding of the population on 
to the land, the fractionisation of holdings, the un- 
certainty of the seasons, the failure to save in a good 
year with a view to meeting inevitable charges in a 
bad one, wasteful expenditure on marriages, and the 
high rates of interest form a combination of causes 
which make it difficult for the cultivator of a holding 
which is actually uneconomic or very nearly so to keep 
his head above water. The remedy for this state of 
afiairs lies, however, not in a reduction of taxation, but 
in changes in other parts of the social economy, some 
of which may even necessitate heavy expenditure on the 
part of the State, and therefore an increase in the 
burden of taxation borne by the community as a whole. 
It has, moreover, been seen in the chapter dealing with 
the land revenue that a total exemption of small hold- 
ings, even if it were practicable, would have no per- 
manent’ beneficial effect. Meanwhile, so far as can be 
judged, the effect of recent settlement policy has been 
to reduce the share of the net produce taken by the 
State from 50 per cent to somewhere nearer half that 
figure, at or about which point the Committee have re- 
commended that it should be standardised. The small 
holder will benefit also from such measures for the 
amelioratiou of the condition of the labouring classes 
as the increased spending power of the local bodies 
may render possible. He must, of course, bear, with 
the rest of the community, the burden of any increase 
in customs duties as a result of p^’otection, and in so 
far as he consumes his produce and does not sell it, has 
little to set off in the shaoe of the edvpntage arising 
from high prices. On the other hand, he will benefit 
by the increased opportunity for alternative or supple- 
mentary employment which may be provided by the 
increased industrialisation of the country and the 
reservation of the home market to the home industry. 

The peasant 4g5. Xhe case of the peasant proprietor with a sub- 

propnetor. holding is Very different, inasmuch as the 

land revenue, being imnosed at a flat rate, takes a 
smaller proportion of his surplus than it does of that 
of the smaller man. He lives comparatively cheaply 
and is often almost entirely self-supporting. The 
prices of his crops, which in his case provide a sur- 
plus, have increased within the last 20 years by 117 
per cent, while his land revenue has increased by only 
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-20 per cent. The road cess forms a trifling addition. 

His condition, in the case of the Punjab peasant, for 
instance, has often been shown to compare very favour- 
.ably with that of the small farmer in Southern Europe. 

So long as he resists the temptation to abandon farm- 
ing and become a rent-receiver, and does not become 
addicted to drink, he is a comparatively prosperous 
member of the communit}’-. 

The chief addition that has been made to his tax 
burden in late years has been in a measure self-im- 
posed. Numerous witesses have regretted the deplor- 
able tendency to litigation which is eating up the 
farmers’ earnings. While the Committee have not 
adopted the proposal made by some of them that the 
'Cost of litigation should be made prohibitive, they 
certainly do not consider that any good would result 
from lowering the fees in order to facilitate' recourse 
to the courts. Dr. Paranjpye disagrees with this 
■opinion. 

The only recommendations they have made that are 
likely materially to a fleet this class are that the pro- 
bate duty be extended to all communities subject to 
a minimum limit of Es. 5,000 and that local bodies 
be empowered and advised to raise the cesses. Even 
so provision has been made for taking an arbitrary 
valuation of lands for probate, if it is thought desirable, 
and for exempting chattels from the tax, while the 
voting of cesses will rest largely with the class in ques- 
tion and the cesses will, in part at any rate, be spent 
directly on objects which tend to raise the value of 
land. 

486. Although there are individual cases in which The large 
the burden on the largest landholder is by no means landholder, 
light, in the majority it rests more lightly than on 
other clsses. The income of a member of this class, in 
so far as it consists of rent, is all surplus after his 
standard of living has been allowed for. He pays a 
fair share of the customs duties on luxuries, as well 
as court-fees for causes that are often matters for 
regret, but he pays no income-tax on his income from 
land and nothing in the shape of succession duty ex- 
ceot in fairly rare c^ses in Bengal. Even in the case • 
of cesses the burden as between himself and his tenant 
is not proportionate to the inceme derived from the 
land. The abovt considerations have led to one of the 
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most important of the recommendations in the report, 
namely, that some element of progression should be 
introduced into the contribution of this class. The 
possible means are to reimpose an income-tax on agri- 
cultural incomes or to itroduce something in the shape 
of a general probate or succession duty. The question 
which of these is to be preferred in present circum- 
stances will be considered in a subsequent chapter. 

487. The village trader is typical of another class 
that escapes with a light share of the burden. He pays 
the general taxes which the daily labourer pays. But, 
inasmuch as he is generally temperate by religion, he 
does not contribute much to the revenue from liquors 
and drugs. While he pays no land revenue, he secures 
the privileges of a landholder in respect of a house-site 
free of any Government charge. There are certain 
taxes that are specially designed for him, but they have, 
in great measure, failed in their object. These are the- 
thathameda in Burma and other taxes of the nature of 
license or profession taxes, but as has been seen, the 
thathameda, which was intended to fall on the non- 
agricultural classes, has actually been imposed on the 
agricultural classes as well. The case of the chowki- 
dari is similar. The haisyat is difficult to administer 
and the profession tax imposed by certain local bodies 
in Madras has already begun to be withdrawn. 

The Committee' have recommended that this class 
should be brought within the scope of further taxation 
bjr a more general extension and a more efficient ad- 
ministration of taxes of the nature of the circum- 
stances and property tax and the profession tax. 

488. The case of the small trader in the town may 
be differentiated in certain respects from that of the 
small trader in the village. He does not receive a 
revenue-free site for his house. He is more generally 
liable to the profession tax in municipalities where 
such a tax is levied. It is hoped that the equalisation 
of the burden in his case may be brought about by 
means of local taxation, namely, by the universal levy 
of the profession tax and by an increase in the rate 
of the property tax. 

489. The larger trader with an income below the- 
super-tax limit becomes liable to the income-tax, but 
still escapes with a comparatively light burden. His 
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standard of living is comparatively low, and the exist- 
ing grading of tlie income-tax results in the burd^eii 
being comparatively low in the case of incomes between 
Rs. 15,000 and the super-tax limit This class also 
pays a share of the revenue from stamps and court- 
fees, but it is only in comparatively rare cases that it 
becomse liable to other taxation, except of course the 
general taxes which ahect all classes. The chief 
measure suggested towards the equalisation of the 
burden in this case is a general extension of the probate 
duties and a steepening of the graduation of the in- 
come-tax, coupled with an increase in the local taxa- 
tion similar to that mentioned in the case of the smaller 
trader. 

490. The big merchant class includes the proprie- The Mg 
tors, partners and managers of large businesses, who 

■are found almost entirely in the towns. These people, 
together with the highest classes of professional men 
and a few officials, contribute between them 66 per 
cent of the total collections of the income-tax, the 
bulk of the probate duties, the bulk of the customs 
taxation on luxuries, which amounts to 31 per cent 
of the whole, and a large proportion of the fees and 
taxes on transactions. These classes have borne the 
brunt of the many new burdens that have been im- 
posed since the War, which landowners have to a 
great extent escaped. Even conceding this, their 
burden is not heavy as compared with the burden on 
similar classes in other countries. 

The Committee propose an increase on this class 
through the general extension of the system of probate 
duties, the inequalitj^ of which under present condi- 
tions is specially noticeable in the case of persons of 
this class. It does not appear to them advisable at 
this stage to suggest a further increase in the rate of 
income-tax, on the higher incomes, but they have sug- 
gested a small addition to the super-tax and a modi- 
fication of the super-tax on companies which will afiect 
them indirectly. 

491. The lower professional class is one which has The pxofes- 
undoiibtedly suffered under recent developments, more 

by reason of their comparatively high standard of grades, 
living and of the fact that their earnings have not 
responded as closely as those of the manual workers 
to the increase in prices, than by reason of any increase 
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in the burden of taxation. Their contribution to the. 
general taxation of the country is comparatively 
small, including a share of the salt duty, the muni- 
cipal, house and profession taxes and a portion of the- 
customs duties on necessities and semi-luxuries, such 
as piece-goods, tobacco and bicycles. On the other 
hand, their standard of living in respect of clothing, 
housing, conveyance charges, and especially education, 
is much higher than that of persons with correspond- 
ing incomes in the trading class. In view, however, 
of the small contribution they now make, it is not 
possible to suggest any measures for their relief This, 
must come either through a reduction in prices or 
through an increase in salaries. 

. 492. The case of the most prosperous members of 

ck 8 se?~the the profcssious has already been mentioned in con- 
Mgher grades. gi(| 0 Ping that of the largest merchants and business, 
firms. Generally speaking, the members of this class 
pay the same taxes and enjoy almost the same standard 
of living, a standard which, in their case, has improved, 
very considerably within the last two generations. In 
one respect this increase has brought about an increas- 
ed liability to taxation, namely, in the shape of rates, 
payable on houses constructed at large expense. 

A summary 493. These considerations conclude a review of the' 
burden of the taxes borne by certain typical classes of 
in the next the populatiou when considered in relation, roughly, 
chapter. Comparative wealth and their standards of 

living. It is not claimed that it is exhaustive or that 
it is based on statistical data or on an analysis of 
family budgets. The factors which the Committee 
have examined are those which they believe, any pru- 
dent Finance Minister would examine in framing or 
revising a scheme of taxation. A summary of their 
conclusions and of the considerations on which they' 
are based will appear in the following chapter. 
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CHAPTER XV.— THE ORDER OE 
PRECEDENCE. 

494. One of the directions contained in the terms The Commit- 
of reference to the Committee is to prepare rough esti- foJ^d It 
mates of the financial effects of their proposals. The impossible to 
Committee regret that it has become increasingly 
obvious as their enquiry proceeded that it would not the results of 
be practicable for them to comply with this instruc- 

tion in a manner that would serve any useful purpose. 

An estimate of the financial effect of the proposals 
made by them could only b© based on a revision of 
figures at present available. It would not be useful 
for anything but the immediate future, and even for 
that purpose it would be necessary to assume a definite 
fixation of rates. This would be possible in a few 
cases such as the regrading of the income-tax pr the 
imposition of a new export duty. What the Com- 
mittee have been largely concerned with, however, is 
the examination, not of the immediate future, but of 
the tendencies that are likely to operate for a genera- 
tion or more under conditions so variable that it would 
be impossible to suggest uniform rates applicable 
to the whole country. Nor again is it possible to- 
assume any such stability in policy generally, or in the 
services that will be undertaken by the various govern- 
ing bodies in India, or in many other factors that inti- 
mately affect the matter, as would render the framing' 
of estimates of the taxation receipts of the governing 
bodies in a continent a possibility. 

495. In these circumstances, the most the Com- What they 
mittee can do is to arrange their recommendations in voSeTfo do 
an order of precedence. As has been said, what they is to trace ' 
have endeavoured is to trace tendencies, and to indi- 

cate those that should be encourged and those that 
should not, and what they propose to do in their order 
of precedence is to give a rough idea as to which of 
the various proposals that have been made by them in 
relation, first, to the reduction of existing taxes, and 
second, to the replacement from other sources, of the 
revenue lost, should be given preference. 

496. Before offering any such table for the future The 

it seems desirable to indicate briefly the tendencies that SSjrated 
have been in evidence in the past and the manner in by the 
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developments which tli'8y have Operated. The Committee have eii- 
of the past. (Jeavoured to do this in the table below. In putting 
it forward, they would explain that it is not intended 
as a table of the total revenues of India, nor even as 
one of the total tax revenues as defined in the chapter 
on the Scope of the Problem. The Committee have 
not found it possible to separate out the receipts from 
all these sources sufiiciently clearly for embodiment in 
it. What they have done is to examine the total re- 
ceipts under the heads of taxation which have been 
dealt with in the preceding chapters, namely, land 
revenue, which includes water-rates in cases in which 
they are consolidated with the land revenue, customs, 
excises, both those levied for revenue purposes and 
restrictive excises, the income-tax, the stamp revenue, 
both non- judicial and judicial, which includes the pro- 
bate duties also, and local taxation, to which head 
they have added capitation and apportioned taxes, as 
being more cognate to this than to any other head : — 


Percentage to total tax revenue. 


Tax head. 

1883-84. 

1893-94. 

1903-0 t 

1913-14. 

1923 -24. 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

Laud Revenue .... 

63-15 

48-71 

42-76 

35 42 

20-75 

Onsfcoms ..... 

2-98 

3-27 

9-21 

12-99 

24-30 

Excises ..... 

25-07 

26 51 

24 97 

22*92 

21-67 

Income-tax .... 

1-32 

3-09 

2-92 

3-52 

12-30 

Transactions and fees . 

^ 9-47 

9-59 

9-89 \ 

10-89 

9-03 

Probate duties .... 



1 

■18 

. -15 

Local taxation (and capitation tar, 

8-01 

io-5a 

10-75 

14-08 

21-70 

etc). 







The figures given in the table show that a change 
•almost amounting to a revolution has already taken 
place in the proportions borne by the difierent taxes 
to the total revenue. Thus the land revenue, which 
was the mainstay of the Government forty years ago, 
contributing 53T5 per cent of the whole receipts, now 
contributes only 20*75 per cent. On the other hand, 
customs has advanced from less than 3 per cent to 
over 21 per cent, and the income-tax from 1*32 per 



371 


cent to 12-30 per cent. The share borne by excises 
has fallen from 25-07 per cent to 21-67 per cent, part- 
ly owing to the reduction in the salt duty and partly 
no doubt to the drastic action taken in connection 
with intoxicants. The shares borne by stamp duties, 
including probate duties, and local taxation have been 
more consistent. 

4-97. The main result of the Committee’s general 
review of the taxes hds been to show that these ten- 
dencies in the past have been in the right direction, 
and to suggest further redistribution on somewhat' 
similar lines. It may be useful to summarise briefly 
the conclusions that have suggested themselves. In 
doing this and with a view' to what follows, it is desir- 
able to draw a distinction between tendencies that are 
already in operation, and which it falls to the Com- 
mittee rather to record as factors of which they must 
take note, and tendencies which they think it desirable 
to set in operation or to encourage. * They propose fur- 
ther to draw a distinction between items of Local taxa- 
tion, which do not affect the country as a whole, and 
the items of Imperial and Provincial taxation to which 
the order of precedence will principally apply. 

498. The operation of the first set of tendencies 
has been referred to in the Committee’s terms of refer- 
ence themselves as follows : '' The increasing pressure 
for a more drastic regulation of the liquor traffic in 
particular makes the study of alternative sources of 
taxation imperative, while the modifications in the 
existing system of taxation which may be expected to 
result from action taken on the recommendations of 
the Indian Fiscal Commission and the Tariff Board 
will disturb the distribution and affect the real burden 
of taxation borne by the people of India.” The Com- 
mittee have expressed the opinion that a policy of real 
prohibition would involve a loss of revenue exceeding 
the return from any new proposals they can put for- 
ward, while they have shown that the pursuit of the 
present policy is likely to lead to large reductions. To 
this has to be added the loss that must follow the re- 
moval of the excise duty on cotton goods. They have 
contemplated the probability of a small increase in the 
return from customs duties on imported liquors if 
these are raised in pursuance of the declared policy 
of the Government of India. They have also sug- 


Those dealt 
witli by tbe 
Committee. 


Tendencies 
already in 
operation. 
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^est&d that the high import duty on matches may in 
course of time lead to the imposition of an excise, but 
this would only be for the purpose of making good a 
loss under the customs head. JSTo doubt the policy of 
protection will lead to other changes of the kind, 
which it is impossible to forecast. 

The Commit- 499. The following is a summary of the Com- 
mittes’s proposals under the head of Local taxation : — 
^Locai conversion of the iJiathameda and the 

taxation. capitation tax into local taxes should be expedited and 
they should cease as early as possible to be sources of 
provincial revenue. A similar procedure should be 
followed in the case of the chowhidari. 

(2) The land revenue should be standardised at 
a comparatively low rate, not exceeding 25 per cent 
of the annual value, so as to give greater scope for 
local taxation of land, which might be increased up 
to 4 annas in the rupee on the standard rate of land 
revenue assessment. Over and above this, special 
assessments should be imposed for special local im- 
provements. 

(3) The rates on non-agricultural land in towns 
should be increased and a substantial fraction of the 
collections of the Local Governments from ground rents 
in towns should be made over to local bodies. 

(4) Municipalities should be given power to tax 
advertisements. 

(5) Taxes on entertainments should be more wide- 
ly imposed and a substantial share of the proceeds 
given to local authorities. 

(6) The octroi and the terminal tax should be 
abolished and replaced either by taxes on property and 
persons or by a tax on retail sales. 

(7) Local bodies should be encouraged to tax pri- 
vate markets and to realise more revenue through the 
letting of stalls in municipal markets at competitive 
rates. 

(8) The import duty on motor cars should be re- 
duced so as to enable Local Governments to levy a 
provincial tax and to distribute the proceeds among 
local authorities, who should then abolish the tolls on 
•these vehicles. 

(9) The tax on professions and trades should be 
extended, especially in rural areas. 
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(10) Power should be taken for the levy of a fee 
for the registration of marriages in selected areas. 

It will be seen that the majority of these are pro- 
posals for the increase of the tax revenues of local 
bodies, in some important cases at the expense of Impe- 
rial or Provincial revenues. 

500. The following is a summary of the Com — ^in that of 
mittee’s chief recommendations in relation to Imperial 
and Provincial taxes : — taxes. 

(1) The land revenue should be standardised at a 
percentage of the annual value not exceeding 25 per 
cent. 

(2) Wherever possible the charge for water should 
be separated from the charge for land, and in the 
interests of the general tax-payer a much higher pro- 
portion of the value of the water supplied to the culti- 
vator should be taken in the shape of water-rates. 

(3) The import duties on wine, beer and spirits 
should be increased. 

(4) Those on articles consumed by the poorest 
classes, especially sugar, and the raw materials of in- 
dustry should be reduced. 

(5) The export duty on hides should be removed. 

(6) An export duty on lac should be considered. 

(7) An export duty should be imposed on oil-seeds, 
bones and ether forms of manure. 

(8) An excise duty should be introduced on locally- 
made cigarettes and pipe tobacco, accompanied by an 
indirect excise on country tobacco. 

(9) A duty should be imposed on patent medicines, 
both imported and locally made. 

(10) A duty should be imposed on the cylinders of 
carbonic acid gas issued for use in making serated 
waters. 

(11) In the case of excises imposed for purposes 
of restriction, the Committee have suggested the desir- 
ability of enhancing the direct duty on country spirit 
in Bihar and Orissa, and Assam, the raising up to 
the tariff rate of the duty on country-made ‘ foreign ’ 
liquor, and the extension of the tree-tax system under 
proper control. In the case of opium they have re- 
commended a uniform high rate of duty and the aboli- 
tion of the system of sale of shops by auction. ' 



374 


(12) In the case of taxes on incomes the Committee 
have recommended a change in the system of gradua- 
tion which would result in an increase in the return 
from incomes in the intermediate scales, and the intro- 
duction of a super- tax of 6 pies in the rupee on incomes 
between Rs. 30,000 and Rs. 50,000. 

(13) They have also recommended the conversion 
of the present super-tax on companies into a corpora- 
tion profits tax and the removal of the exemption limit 
of Rs. 50,000. 

(14) An increase has been suggested in the charges 
for licensing of fire arms. 

(15) In the case of taxes on transactions levied 
through means of stamps, a revision of the rates in the 
direction of reduction has been proposed. 

(16) The Committee have also niade proposals for 
the fuller realisation of stamp duties on stock exchange 
transactions, which are at present largely evaded. 

(17) They have found that the return from the 
service of registration of documents is legitimate and 
might be increased. 

(18) In the case of court-fees, they have recom- 
mended an arrangement under which the court-fee on 
suits should be taken in two instalments, of which the 
second will not be payable till the settlement of issues. 
On the other hand, they have proposed, among other 
things, a revision of the method of calculating the 
value of land for purposes of suit valuation, which 
would result in an increase in the receipts, but on the 
whole they expect a reduction in the total. They have 
endorsed the recommendation of the Civil Justice Com- 
mittee that a profit should not be made from such 
services as copying and service of processes. 

(19) As a means of securing a larger share of the 
surplus of the wealthier classes and of removing an 
existing inequality, they have recommended the exten- 
sion of the probate duties to all communities, the limit 
of exemption being placed not lower than Rs. 5,000. 

(20) On the question of an income-tax on agricul- 
tural incomes some members of the Committee, while 
agreeing that there majr be no historical basis for the 
exemption, are of opinion that such a tax is only justi- 
fiable as a temporary measure at a time of national 
emergency such as war or a widespread calamity either 



375 


due to pestilence or drought. Other members take the 
view that, even in normal times, in view of the aboli- 
tion of the cesses, there is no theoretical justification 
for the exclusion of agricultural incomes from the 
operation of the income-tax. All are, however, agreed 
that under present conditions, for administrative and 
other reasons, the abolition of an exemption which has 
been in existence for so many years is inopportune and 
undesirable. 

501. The following is a summary of the Committee’s — relation 
proposals regarding the easing or increasing of the the 

burden of taxation at present falling on certain typical population, 
classes of the population ; — 

The urban labourer, — The burden on this class has 
increased during recent years, mainly owing to the in- 
crease or new imposition of customs duties on articles 
of universal consumption, especially sugar, cotton 
goods, matches, machinery and raw materials. It will 
be to some extent reduced by the reduction of the excise 
duty on cotton goods. It is not desirable to reduce it 
under the heads of salt or excises on intoxicants. A 
decrease in the customs duties is a more satisfactory 
course. 

The landless agricultural labourer. — The total bur- 
den on this class, especially in villages which are re- 
moved from liquor shops and where neither capitation 
nor chowkidari tax is in force, is very low. The 
members of it would be indirectly benefited by a reduc- 
tion in the customs duty on goods consumed by all 
classes. 

The small holder, — The difficulties of the small 
holder are not primarily the result of taxation except 
in so far as he suffers with the rest of the community 
from the effects of high tariffs. In order to afford 
relief to this class, the Committee have suggested the 
standardisation of the land revenue at a flat rate not 
exceeding 25 per cent of the annual value. 

The 'peasant proprietor: — The peasant proprietor 
with an economic holding is a comparatively prosper- 
ous member of the community. The only recommenda- 
tions the Committee have m_ad8 that are likely material- 
ly to affect this class are that the probate duties be 
extended to all communities subject to a minimum 
limit of Rs. 5,000, and that local bodies be empowered 
and advised to raise the cesses. 
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The large landholder. — Except in individual cases 
the burden of the largest landholder is comparatively 
light. He pays a fair share of the customs duties on 
luxuries as vrell as court-fees, but pays no income-tax 
and nothing in the shape of estate duty except in 
certain cases in Benga.1. The possible means of increas- 
ing the contribution from this class v^ould be by the 
imposition of an income-tax on agricultural incomes 
or something in the shape of a general probate or 
inheritance duty. 

The village trader. — The village trader pays the 
general taxes which the daily labourer pays, and the 
taxes that are specially designed for him, such as 
the profession tax in rural areas, have to a great 
measure failed in their object. The Committee have 
recommended that he should be made to pay a higher 
contribution to the general revenues by a more general 
extension and a more efficient administration of taxes 
of the nature of the circumstances and property tax 
and the profession tax. 

The small trader in towns. — The position of the 
small trader in the town is different from that of the 
small trader in the village in that he is more generally 
liable to the municipal profession tax. The Committee 
have suggested in his case that the equalisation of the 
burden might be brought about by means of local taxa- 
tion, namely, by the universal levy of the profession 
tax and by increasing the rates of property tax. 

The larger trader. — The larger trader with an in- 
come below the super-tax limit becomes liable to the 
income-tax, But still escapes with a comparatively 
light burden. He will be affected by the general exten- 
sion of the probate duties and by a steepening of the 
graduation of the income-tax coupled with an increase 
in local taxation similar to that mentioned in the case 
of the small trader. 

The big merchants. — This class contribute a large 
percentage of the total collection of the income-tax, the 
bulk of the probate duties, the bulk of the customs 
duties on luxuries and a large proportion of the fees 
and taxes on transactions, but their burden is not heavy 
as compared with the burden of similar classes in 
other countries. Their contribution will be increased 
by the extension of the system of probate duties, by 
the increase proposed in the case of the super-tax and 
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by the abolition of the exemption limit in the case of 
the super-tax on companies, which it is proposed should 
be converted into a corporation profits tax. 

The 'professional classes, lower grades . — This class 
have suffered under recent developments, but their con- 
tribution to the general taxation of the country is com- 
paratively small, and it is not possible to suggest any 
measures for their relief. 

The higher professional classes . — The position of 
this class is similar to that of the largest merchants. 

502. It remains to suggest the order of precedence in 
which it seems to the Committee desirable that effect 
should be given to their recommendations. They de- 
sire to emphasise the fact that such a table can only 
be of the roughest nature, affecting as it does both 
Imperial and Provincial finances, which must neces- 
sarily be influenced by innumerable causes other than 
the recommendations of the Committee : — 

(1) In the matter of relief of taxation preference 
should, in the Committee’s opinion, be given to the 
poorest classes whose burden has not, as will be seen 
from the figures in the preceding chapter, been relieved 
to the extent that is sometimes supposed, although 
there is no doubt that wages have risen considerably. 
The tax through which relief could most easily be 
given is of course the salt tax, and Dr. Paranjpye would 
advocate that that be reduced, but, in the opinion of 
the majority of the Committee, this would not be a 
suitable measure in present conditions for the reasons 
that the rate is already so low that the burden of it 
is extremely smaJl, and that changes in the rates are 
greatly to be deprecated on the ground that they are 
apt to cause reduction in the Government revenue out 
of all proportion to the benefit received by the people. 
The Committee therefore fall back upon the next in- 
direct tax on general consumption, namely, the customs 
duties on conventional necessities, such as sugar, 
kerosene oil and matches. The most appropriate of 
these for reduction seems to them to be that on sugar, 
which is not only high itself, but has the effect of rais- 
ing the price of country-made sugar all over the 
country. 

(2) The second place they would give to the re- 
moval of the export duty on hides, for the reason that 
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the duty has failed in its purpose of assisting the build- 
ing up of local manufactures from hides, while it 
tends to check the export trade and so to injure another 
class of producers- Dr. Paranjpye is not a party to 
this recommendation. 

(3) The third place they would give to non- judi- 
cial stamps. More than one Finance Member has ad- 
mitted that the rates in India are much higher, com- 
paratively speaking, than those in England, but have 
maintained them for reasons of revenue. If and when 
these reasons permit, it seems to the Committee that 
effect should be given to their recommendation for a 
revision of the schedule in the direction of reduction, 
especially in relation to documents such as bonds and 
agreements. 

(4) ^ In the fourth place they would place the stand- 
ardisation of the land revenue, which they anticipate 
will ultimately result in a further reduction of the 
proportion borne by land revenue to the total taxation. 
Their reason for giving this a comparatively low place 
in the order is not that they do not regard it as an 
urgent reform. It is obvious, however, that it can only 
be carried out as settlements fall in and that it cannot 
be given full operation for some considerable time to- 
come. 

(5) The fifth place they would give to the reduc- 
tion of court-fees. In this matter their recommenda- 
tions are partly for reduction and partly for increase. 
On the whole, they expect that a reduction will follow 
the acceptance of their recommendations, especially if 
the court-fee on suits is collected in two instalments. 
One matter which, in their opinion, requires immediate 
attention in this connection, however, is the placing of 
the fees for copying and for the service of processes on 
a commercial basis and the cessation of the present 
practice, where it exists, of making a profit out of 
them. 

The above recommendations are only secondary to 
the removal of the excise duty on cotton goods and a. 
revision of the share borne to the total revenue by that 
derived from intoxicants. The loss of revenue under 
these two heads, which is likely to result from the 
carrying into ehect of the policy to which the Govern- 
ment of India in the one case and several Ministers 
in the other are pledged, is likely to be so great as tO' 
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absorb any new taxation that may be imposed and to 
delay reductions under other heads. 

503. To come next to the question of possible substi- 
tutes for existing taxes : — 

(1) The Committee would give the first place to 
the proper collection of duties on stock exchange trans- 
actions. These are duties of a very suitable nature 
which would be yielding a considerable return at pre- 
sent if it were not for continued evasion. The Com- 
mittee hope that the steps that have been taken in 
Bombay, and the further steps that are likely to be 
taken in this matter, will render it possible to check 
the evasion which ha^ operated so detrimentally on the 
revenue, and they consider that the removal of this 
defect in the present taxation system is a matter to be 
looked into without delay. 

(2) They would give the second place to the con- 
version of the super-tax on companies into a corpora- 
tion profits tax and the abolition of the exemption limit. 
They urge this, because they believe that the exemption 
limit rests on a false analogy, that it has facilitated the 
evasion of the income-tax, and involves, generally 
speaking, a defect in the taxation system. 

(3) They would give the third place to their pro- 
posals for the regrading of the income-tax, and intro- 
ducing a super-tax of 6 pies in the rupee on incomes 
from Rs. 30,000 to Rs. 50,000. They have some hesita- 
tion in proposing a change in rates which have been 
comparatively recently imposed, but they consider that 
this is a measure of adjustment which is necessary, not 
only as between the income-tax payers and the other 
classes, but also as between the different classes of 
income-tax payers themselves. 

(4) In the next place, they would advocate an in- 
crease in the rate of duty on country-made ‘ foreign ’ 
liquors up to the tariff rate and an increase in the excise 
duty on country spirits in Bihar and Orissa and Assam. 

(5) An increase in the license fees for fire arms 
is a comparatively minor matter, but inasmuch as, 
under the conditions recommended by the Committee, it 
would involve taxation of a luxury, it is entitled to a 
comparatively high place. 

(6) The next place they would give to the taxation 
of patent medicines. This is a comparatively small 
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matter, but that is perhaps a reason for taking it in 
hand in time. The consumption of these goods is a 
matter of luxury, and frequently a harmful luxury, and 
the people who consume them can well afford to pay the 
tax. 

(7) The next place they would give to the general 
extension of probate duties. They regard this as one 
of the most important recommendations of their report, 
designed to remove a gross inequality which exists 
among those who already pay the tax, and what is more 
important, to adjust to some extent the inequality 
existing as between those who derive their incomes from 
land and the rest of the community. 

(8) The eighth item is a comparatively small one, 
namely, the extension of the tax on entertainments and 
betting. The Committee do not propose any addition 
to the rates where these taxes are in force, but they 
think they are taxes of an appropriate kind and may 
well be imposed in other plaxes. It has already been 
recommended that a considerable part of the proceeds 
should be made over to local bodies. 

(9) In the ninth place, they would put the imposi- 
tion of taxation on tobacco. It is possible that this is a 
head which would be better divided up, inasmuch as it 
affects both Imperial and Provincial revenues. The 
case for an excise duty on locally-made cigarettes or an 
increase in the import duty on unmanufactured tobacco 
is a strong one, and it is possible that the Government 
of India may find reason for action on these lines at a 
comparatively early date. The imposition of a general 
license duty in the case of country tobacco is, it is true, 
a corollary to it. But if the Committee's recommenda- 
tions are adopted, it will fall to Local Governments to 
take it in hand, amd they are likely to do so only by 
degrees. 

(10) In the next place, the Committee would place, 
in case of necessity, the imposition of additional export 
duties. The only one of these in respect of which they 
are all agreed is the export duty on lac. Even this 
they would not like to see imposed without a prior 
enquiry into the industry. As indicated in their 
chapter on the subject, three of their Members are 
anxious to add an export duty on oil-seeds, bones and 
other manures. This is suggested, in the main, with 
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objects other than those of finance. Two Members 
would add an export duty on raw cotton, 

(11) An excise duty on aerated waters is only 
recommended in case of necessity. 

(12) The last place they would give to an income- 
tax on agricultural incomes, subject to the considera- 
tions mentioned in an earlier part of this chapter. 

604. It has already been said that the Committee find 
themselves unable to give anv estimate of the financial 
results of these proposals. Nor dees it appear to them 
desirable, in view of the many factors that would 
require to be taken into consideration, that they should 
eyen venture on a guess as to the proportions that would 
be borne to the total revenue b^'' the different items of 
taxation if and when their recommendations have had 
time to bear fruit. It may, however, be of some use 
briefly to examine the proportions borne by the items of 
taxation referred to in the previofis table to total taxa- 
tion in some other countries, to compare them with the 
percentages at present obtainiup’ in India and to see 
roughly how far the suggestions made y/ould tend 
towards bringing the arrangements in India more into 
line with tho=e of countries that are more advanced. 
An attempt to do this may be based on the table 
below ; — 


Tax Heads. 

India. 
192 -24 

Un.ted 

Kinsr- 

dom. 

lC22--:3. 

Itnlv, 

l9i>3-“24. 

J.-ipau, 

1922-23. 

Aus- 

tralia, 

n.2i-22. 

Land tax ..... 

2075 

o-so 

90-42 

5'0« 

4-CC 

Consumption taxes 

45-97 

28-04 

r I'l-GG 

? 18-09« 

1 29-97 

36-78 

Income-tax .... 

\ 12-30 

.38-11 

20-42 

39-38 

35-05 

TransaetJons and fees . 

9 03 

5-? 5 

11-65 

7 04 

5-33 

Death duties .... 

o- 2 r. 

5-69 

1-43 

•75 

4-27' 

Local taxation .... 

11-70 

22-51:1 

13-634 

37-78 

13 -91 

Total 

100-00 

If'O-OO 

100-00 

100-00 

10" -00 


* Mororolifs (tobacco, salt, inati-bes, playing* cards, quinine), 
t The figrttre relates to li 21 and bas been • dopted ^or want of Icter figures, 
i Assumed — vide page 131 of tbe bolitical Science Quarterly, March 1924. 
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It will bo ?een that the Indian land tax bears a pro- 
portion comparable to that in Italy, but not in any 
other country. The comparison would be very diffe- 
rent, however, if there were added to the land tax the 
income-tax taken on agricultural incomes, and still 
more so if there were added to it the local rates on 
property. The effect of the Committee's recommenda- 
tions would be to reduce the percentage borne to the 
total by the land revenue in India, and they hope there 
would follow an increase in the share borne by local 
taxes, which is disproportionately low. 

In the case of consumption taxes, it will be seen 
that India again takes the highest place. This is 
inevitable in a country where the income-tax, which is 
the main standby of other countries, is not levied on 
the principal industry, where other industries are com- 
paratively undeveloped and the people are inveterately 
averse to direct taxation. The Committee have sug- 
gested an increase in the income-tax and a decrease in 
certain of the customs duties. It is possible, however, 
that these will be offset by increases in other customs 
duties as a result of the policy of protection . 

The low share borne by the income-tax has been ex- 
plained above. It has, however, been advancing very 
rapidly in recent years and may be expected to advance 
still further as soon as the present depression in trade 
passes. Meanwhile, the Committee have recommended 
measures in relation to income-tax and super-tax on 
companies which between them may be expected to 
bring about an increase of approximately 1-36 crores 
of rupees. 

The high proportion borne by taxes on transactions 
and fees has been referred to, and the proposals made 
by the Committee for a reduction in these respects, 
coupled with changes in the other parts of the system, 
would tend to bring the. Indian proportion more into 
line with those of the countries in respect of which the 
comparison has been made. 

In the matter of death duties again, India falls 
behind the rest of the world. The Committee’s pro- 
posals only provide for a small beginning in the direc- 
tion of remedying this. But the matter is one in 
respect of which it is obviously desirable to proceed with 
great caution. 
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The matter o£ local taxation has been referred to 
above. The Committee have suggested various 
methods of augmenting the resources of local bodies, 
which they hope will not be without their effect. At 
the same time, they feel bound to remark that there is 
at present no popular demand for a higher standard of 
sanitation, and little for the other services rendered by 
local bodies except education. It is sanguine in these 
circumstances to look for any large advance in this 
matter until there has been a large spread of education 
and the local bodies by reductions in their jurisdictions 
have been brought into closer touch with the people 
whom they serve and on whose willingness to bear 
taxation their revenues ultimately depend. 
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The lessons 
to be learnt 
from other 
countries are 
limited to a 
few general 
tendencies. 


CHAPTEE XVI.— THE DIVISION OF THE 
PROCEEDS. 

Part I. — Imperial and Provincial. 

505. The CoBimittee are instructed to indicate the 
theoretically correct distribution of taxes between 
Imperial, Provincial and Local. By a subsequent 
order there has been added to these instructions a direc- 
tion to advise on the operation of Devolution Rule 15 
in regard to the allocation to Provincial Governments 
of a share of the income-tax, which has not been quite 
fair to all of them in the past. 

It is hardly necessary to point out that there is no 
system generally accepted as the theoretically best 
system of taxation, and as Sir Josiah Stamp says, there 
is no country in which the whole system of taxation is 
logically worked out from first principles.’^ Similarly, 
there is no Federal Government in which the distribu- 
tion of the taxes between the Federation and the States 
that compose it is based upon consideraions of pure 
theory. 

It may be pertinent to remark, however, that the 
gigantic experiment in constitution-making now in pro- 
gress in India is, in so far as the element of federation 
goes, reversing the process that has resulted in the for- 
mation of federations in Germany, America, Australia 
and elsewhere. Whereas these have come about 
through the association of States for common ends, the 
attempt in India is to break up one unitary State into 
a number of separate provinces whose Governments will 
each exercise a large part of the pov/ers of the old 
Central Government. 

Consequently, in seeking examples to illustrate the 
theoretically best division of revenues, it has to be 
remembered, not only that the systems adopted by 
different countries have been moulded by widely differ- 
ing influences emanating from the past history of the 
particular States, the psychology of their people, the 
religious differences prevailing among them and their 
trade and foreign relations with their neighbouring 
States, but also that, in the forming of the federations, 

*Sir Josiah. Stamp : Fundamental Principles of Taxation, page 24. 
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the dominating factor in each case was what the in- 
dependent States which came together were willing to 
give up, and not, as in India, what an existing Central 
Government thinks it necessary to retain. 

At the same time it will be obvious that the distri- 
bution of powers between different governing bodies 
varies enormously in different countries and that the 
functions assigned to the one and the other frequently 
overlap. To avoid confusion it is proposed in the 
following chapter, in comparing the functions and the 
powers of taxation of different authorities, to refer to 
functions performed by a Central Government for a 
country as a whole as ‘ Imperial to functions perform- 
ed by a member of a Federation or a Union as ‘ State % 
and to apply the term ' Local ’ to the functions per- 
formed by a local self-governing body. It will be 
obvious that, under such a division, comparisons will 
often not be of like with like. Thus, there can be little 
resemblance between the conditions of a State like New 
South Wales, with a population of over two millions, 
and the Canton of Appenzell with one of less than 
70,000, or in the case of local bodies, between the popu- 
lation whose needs are attended to by the London 
County Council and the 1,500 people who are served by 
the municipality of Ladysmith. 

In view of these considerations the extent of the 
help that can be derived from a study of the arrange- 
ments in other countries is limited to an examination of 
general principles which have been commonly recog- 
nised and accepted. 

506. For the purpose of the present enquiry, the Tendencies 
functions of Government may be divided up very rough- di^n 
ly between those that concern external relations and of functions 
those that are concerned with purely internal affairs, Sdemi 
and the latter may be divided up between functions GoTemmentau 
relating to trade, functions relating to law and order 
and functions relating to the moral and material wel- 
fare of the people. 

Foreign affairs, defence, international trade and 
cognate miat ters come under the first group of functions, 

-axrdrthey are by. universal consent recognised as falling 
within the sphefe-offjmperial functions. One of the 
main reasons that hasIe^Lfcqthe formation of federa- 
.tions is a desire to put an endA^lie-crippling of trade 
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by inter-State restrictions, and so much stress has been 
laid upon the necessity of making functions relating 
to inter-State trade Imperial that special' provision to 
this end is contained in the federal constitutions of 
Germany, the United States of. America and the Com- 
monwealth of Australia. This provision applies in 
the first instance to questions of taxation, but also 
governs questions of services rendered to trade such as 
regulation of the currency and the post office, and in 
some cases railways, and occasionally to questions of 
regulation of labour. 

Functions of law and order include the maintenance 
of courts, of the police and of jails, together with the 
control of arms, explosives, newspapers and some 
cognate matters. These functions are normally func- 
tions of the States, but, as has been seen in the chapter 
on Local Taxation, police is also in great measure a 
function of local bodies. 

Functions relating to the amelioration of the condi- 
tion of the people include education, public health, the 
maintenance of roads and the encouragement of agri- 
culture. These are functions in respect of which there 
has been a great expansion of activities in recent years 
all the world over. They are generally regarded as the 
appropriate functions of local bodies subject to the^ 
general control of the State, but the expanding expen- 
diture upon them has resulted in the grant of assistance 
in greater or less degree by State and even by Imperial 
Governments. 

507. The varying distribution of functions results 
in a varying distribution of expenditure by the different 
classes of governing bodies, and this is reflected to some 
extent in the taxes which they levy. While here again 
there are the widest variations between different coun- 
tries, and the effects of the War have been in many 
cases to throw back developments on common lines that 
were in progress, there are nevertheless some general 
tendencies which can be traced — 

(a) Indirect taxes, with the possible exception of 
stamp duties, are commonly regarded _ as suitable 
sources of Imperial taxation, for the reason thnt thcxn 
exact incidence cannot be ascertained. 

(b) Taxes on corpor|rtie®fS'^e commonly Imperial 
because the operation6 oflarge companies often extend 
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throughout the country, and adequate and uniform 
administrative supervision of such organisations is 
desirable. 

(c) A personal or general income-tax is generally 
regarded as a source of State revenue. 

{d) Taxes on property are seldom Imperial and 
tend to pass increasingly from State to Local. 

508. These are only general tendencies, and it will The principal 
be useful to examine some of the taxes more in detail cSidered, 
with reference to them. For convenience sake the 
order of the taxes taken in the report may be followed. 

Capitation and apportioned taxes tend to be extin- 
guished, and where they continue, as in America and 
the Philippines, to become sources of local revenue. 

The land revenue tends to become standardised, and 
any new charges on the land itself are in the shape of 
local taxation, while the States or the Imperial Govern- 
ment, or both, tax the income of the farmer through 
income or capital taxes. 

Consumption taxes, both customs and excises, are 
almost universally Imperial, the reason lying partly in 
the difficulty of tracing incidence and partly in the fact 
that the general control of inter-State trade is one of 
the most important of the Imperial functions. 

Though restriction of consumption is sometimes a State 
affair, at any rate in the first instance, India differs 
from most of the world in making restrictive excises a 
source of State revenue. 

The case of the income-tax presents many difficulties 
both because of the difference in its importance, the 
difference in the form that it takes and the changes 
that have taken place as a result of the War. Prior to 
the W ar the commonest line of division between Federal 
and State taxation was that between what was indirect 
and what was direct. The War compelled the Federal 
Governments in most cases to invade the domain of 
State taxation and equilibrium has not yet been res- 
tored. Roughly, it may be said that schedular taxes 
are appropriately Imperial and that there are advan- 
tages in the allotment of personal taxes to the State 
wherever the Federation can afford to dispense with 
them. 

Taxes on transactions which are taken in the shape 
of stamp duties are generally, to some extent at least, . 

q2 
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Imperial, because they commonly relate to matters of' 
trade and consequently fall under the provisions of the 
constitution which provide for uniformity in matters 
affecting inter-State trade, in so far as it is concerned 
with stamps on business transactions. Taxes on other 
transactions are commonly levied and taken by the 
States. 

Fees, being of the nature of payments for services 
rendered, are commonly credited to the governing body 
which renders the services, which is in the majority of 
the cases the State. 

Death duties are, like the income-tax, sometimes 
Imperial, sometimes State, and sometimes both, but the 
best opinion advocates uniform administration and a 
division of the proceeds with reference to considera- 
tions of domicile and situation of the property. 

Local taxes of course go to the localities. Two 
points of importance may be noted in connection with 
them, however, namely, first, that no local self-govern- 
ing body is allowed, through its taxation measures, to 
interfere with the function of the Imperial Govern- 
ment of protecting inter-State trade, and second, that 
in some States one governing body is not allowed to tax. 
the institutions of employees of another. 

The means of 509. Just as there is no ideal system of division of 

iMqSSisa sources of taxation between Imperial and State Gov- 
ernments, so there is, as far as the Committee are 
aware, no State in which the allotment of taxing powers 
arrived at as a result of historical and other factors has 
been found to be satisfactory without further adjust- 
ments, which are made generally in one of three ways, 
namely, by subsidies, by a further division of Uie- 
sources of taxation, or by a division of the proceeds of 
actual taxes themselves. 

Subsidies. 510. Subsidies may be either by the subordinate 
Government to the superior or mce versa. The first 
course amounts to the levying of a tribute and is to be 
condemned for obvious reasons. Subsidies from the 
superior governing body to the inferior are likewise 
objectionable, but in practice many countries have 
found it impossible to avoid them. The difficulty is to 
determine a satisfactory basis for the calculation. A 
distribution in proportion to revenue is calculated to 
benefit those who need it least, a distribution in propor- 
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iioii to expenditure is calculated to encourage ex- 
travagance. The basis that has been most commonly 
adopted is distribution in proportion to popula- 
tion which is the basis of the matricular con- 
tributions in Germany and of the arrangements made 
in Canada, Australia and South Africa. In no case 
have they been fully satisfactory. The whole case 
is summed up by Professor Seligman as follows ; — 

To have the federal government depend entirely 
upon largesses from the states is to render it 
more or less impotent, and certainly to make 
it subordinate to the states. . . . On the other 
hand, to make the separate states depend 
financially upon the federal government is to 
weight the balamce in the opposite direction 
and is not, in the long run, desirable in the 
interests of a complete equilibrium.’’^ 

511. A system of separation of sources is decidedly separatioaof 
the best, if a scheme can be discovered under which the sources, 
allotment of certain sources to the Imperial and certain 

others to the State Governments gives each a revenue 
adequate to its needs and at the same time effects a fair 
division between the different States. The difficulty 
of this system is that, where the revenue mainly de- 
pends upon two or three large taxes, which have to be 
divided between Imperial and State Governments, it is 
extremely difficult to select taxes to supply the State 
Governments’ shares which will give all of them the 
shares to which they are entitled. 

512. There remains the system of the division of the Division of 
proceeds of particular classes of taxation. This may 

be effected in a variety of ways, of which the three 
following are the chief : — 

(1) The proceeds may be divided arbitrarily into 

fractions ; 

(2) both Governments may impose their own tax- 

ation, either separately or through the same 

agency ; 

(3) the tax may be divided on a principle similar 

to that applied in the division of sources. 

The first plan is the old Indian plan of divided 
heads and has the defects of a subsidy with others 

* Seligman : Essays in Taxation, pages 666-607. 
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added. The subsidy fails if the particular source dries 
up. The divided authority and interest is an infringe- 
ment of autonomy and makes for bad administration. 

The plan of double taxation on different assess- 
ments as in the case of the Federal and State income- 
taxes in America and Australia has obvious disadvan- 
tages, and it has been sufficiently condemned in the re- 
port of the Hoy al Commission on Taxation in Austi*a- 
lia. 

The plan of levying a comparatively small centime 
additionnel for the benefit of the inferior governing 
body is not open to the same objections, and is suitable 
in the case of local taxation, but would not be appro- 
priate as between the State and the Imperial Govern- 
ments since it would be useless unless the contribution 
were a substantial amount, and if it were so, confiic^t 
of interests might easily arise if both Governments 
wished to make a considerable enhancement in their 
shares. 

There is less objection to another variant of this 
plan, which consists in the imposition of a single tax 
by the Government, whether Imperial or State, which 
assesses and levies it, out of which a basic rate is allot- 
ted to the other Government concerned. Under this 
plan, so long as conditions are normal, the Government 
mainly concerned can vary its income without inter- 
fering with that of the other. It will be obvious, how- 
ever, that, if, for instance, in the case of a consump- 
tion tax, the total rate is increased to a point which 
diminishes consumption, the Government which re- 
ceives the basic rate may lose although the total return 
is increased. 

An instance of dividing a tax into spheres would be 
the allotment of the excise duty on one class of intoxi- 
cants to one Government, while that on another class 
of intoxicants levied under the same law by the same 
staff was allotted to another. There is a similarity to 
this in a proposal that has sometimes been made for 
allotting to different Governments the excise duty on 
intoxicants and the fees for vend. These are really 
different taxes, but the common practice in India of 
selling the right of vend by auction tends to confuse it 
with the duty. A similar but more marked distinction 
exists between the corporation profits taxes and schc- 
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dular taxes on companies, which are taxes in rem, and 
the income-tax, which falls directly on the sharehol- 
ders. It seems desirable to call attention to it in view 
of the common practice in India of regarding super- 
tax on companies as part of the income-tax and fees 
for vend as part of the excise. 

513. Before attempting to apply these principles to 
the conditions of India, it is desirable to glance briefly 
at the development of the Indian system of division. 
The history of the financial settlements between the Im- 
perial Government and the provinces divides itself into 
five periods, each bringing the Government of India 
nearer to the recognition of the fact that a province is 
entitled to spend the revenues which its Government 
levies. In the first period, prior to 1871, both revenue 
and expenditure were completely centralised. The 
Local Government could not keep any part of its col- 
lections and it could not undertake any expenditure 
without specific sanction. In the second period, from 
1871 to 1882, certain limited allotments were given for 
expenditure on certain specified services. In the third 
period, from 1882 to 1904, the provinces were given a 
share in certain growing heads of revenue, but the 
object seems to have been mainly to stimulate their in- 
terest in collections. The Government of India still 
repudiated the idea that provincial expenditure had 
any relation to provincial revenues, and actually re- 
sumed at the close of each quinquennial settlement the 
balances accumulated by the provinces. In 1904 com- 
menced a new period known as the period of quasi- 
permanent settlements, in which the principle of equal- 
ity was first recognised. It was laid down, in the 
words of the Decentralization Commission, that “ so 
far as possible the same share of the chief sources of 
revenue should be given to each province to ensure a 
reasonable equality of treatment This principle, 
however, wms not carried into practice in the settle- 
ments made in the years 1904 and 1905, under which, 
for instance, one province received one-half of the re- 
venues under the hOads Land Revenue, Stamps, Excise, 
Income-tax and Forests, while another received one- 
half of Stamps and one-fourth of the other four. This 
inequality was rectified in 1908, when a half share of 
all the five heads was given to both provinces. In 1911 
began what was known as the permanent settlement. 


The history 
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The intention of the Government of India in adopting 
this change was on the one hand to give more elasticity 
to the settlements and more freedom to Local Govern- 
ments in working them, and, on the other hand, to pro- 
tect the general tax-payer of India against possible 
mismanagement in any particular province, and to put 
an end to the frequent and undesirable controversies 
over the adequacy of the existing settlements. The 
Government of India retained the option of distribut- 
ing among the provinces special grants, both recurring 
and non-recurring, out of India's surplus revenues. 
The percentage of each head of revenue allotted to the 
provinces was not, however, uniform. For instance, 
while four provinces received the whole of the excise, 
less a fixed assignment equal to one-half of the revenue 
accruing at the time of the settlement, a fifth was 
allowed only one-half of the revenue from that source. 
The proposals 514. The option retained by the Government of 

Eefoms India to distribute surplus grants developed into an 

Report. undesirable system of doles, and considerable inequa- 

lities of burden resulted. It was left to the framers 
of the Reforms Report to refer to the inequality in the 
following terms : — 

“We attach great weight to the proposition that, 
if the provinces are to be really self-governing, 
they ought to adjust their expenditure — 
including therein their obligations to the 
common interests of India — according to their 
resources, and not to draw indefinitely on 
more enterprising neighbours."* 

They further observed : “ The present settlements 

by which the Indian and Provincial Governments share 
the proceeds of certain heads of revenues are based 
primarily on the estimated needs of the provinces, and 
the Government of India disposes of the surplus. 
This system necessarily involves control and inter- 
ference by the Indian Government in provincial 
matters. An arrangement, which has on the whole 
worked successfully between two official Governments, 
would be quite impossible between a popular and an 
official Government. Our first aim has therefore been 
to find some means of entirely separating the resources 
of the Central and Provincial Governments."! They 


* Report on Indian Constitutional Reforms, 1918, paragraph 207. 
t Report on Indian Constitutional Reforms, 1918, paragraph 200. 
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accordingly suggested a scheme of separation of sources 
which, it was assumed, would be fair to the Govern- 
ment of India and to the provinces alike, but proposed 
as an intermediate measure a system of contributions 
by the provinces to make good the initial deficit in 
which the scheme of separation involved the Imperial 
Government. The division originally proposed was as 
follows : — 

Imperial — 

Customs. 

Income-tax. 

Non- judicial stamps. 

Excise on cotton goods and petroleum. 

Provincial — 

Land Revenue and Irrigation. 

Excises on liquors and drugs. 

Judicial stamps. 

Death duties, if imposed. 

515. The scheme was referred for detailed exami- 
nation to the Financial Relations Committee presided 
over by Lord Meston, which was requested to advise 
the Government of India on the regulation of the con- 
tributions and the means or devices for their ultimate 
extinction. The Committee was also specifically 
directed to report on the claim of the Bombay Govern- 
ment to receive a share of the income-tax. The Finan- 
cial Relations Committee recommended that non- 
judicial stamps should be made a provincial source of 
revenue instead of an Imperial one, as suggested in 
the report on Constitutional Reforms. They recog- 
nised as valid the reasons given in the report for 
making income-tax an Imperial subject, and therefore 
recommended no division of that head, though they ex- 
pressed a doubt whether it would be possible perma- 
nently to exclude Local Governments from some form 
of direct taxation upon the industrial and commercial 
earnings of their people. They propounded an ela- 
borate scheme whereby the contributions by the pro- 
vinces to the Government of India should commence at 
figures which had regard to the increase in the spend- 
ing power resulting from the separation of sources and 


The Eman* 
cial Belationa 
Committee. 



394 


The Joint 
Select Com- 
mittee. 


Devolution 
Buie 15. 


should be reduced or increased over a term of seven 
years to figures which were based on an estimate of the 
taxable capacity of the provinces. 

516. The last of these proposals was rejected by the 
Joint Select Committee of Lords and Commons in 
favour of a direction that the contributions should be 
entirely abolished as soon as the Government of India 
could afiord to dispense with them . 

517. As a partial departure from the scheme of 
division of sources, the Joint Committee further recom- 
mended ‘ ‘ that there should be granted to all provinces 
some share in the growth of revenue from taxation on 
incomes, so far that growth is attributable to an 
increase in the amount of income assessed.”* The 
manner in which this share was to be assessed was 
indicated in Devolution Rule 15, which in its original 
form allotted to each province 3 pies on each rupee 
under assessment under the Income-tax Act of 1918. 
In consideration of this allocation, each Local Govern- 
ment was to assign to the Central Government a fixed 
annual sum to be determined by the latter as the equi- 
valent of the amount which would have accrued to 
the Local Government in the year 1920-21, had the pie 
rate been applied in that year. The rule also indicated 
the proportions in which the cost of special income-tax 
establishments employed within a province were to be 
borne by the Provincial Government and the Central 
Government, respectively. The rule has subsequently 
undergone several changes, the first of which was 
intended to avoid making a province pay more than it 
received, and the inconveniences of dividing the cost 
of establishment between the Imperial and Provincial 
budgets. The rule as finally amended runs as fol- 
lows ; — 


“ Whenever the assessed income of any year sub- 
sequent to the year 1920-21 exceeds in any 
Governor's province or in the province of 
Burma the assessed income of the year 1920- 
21, there shall be allocated to the Local 
Government of that province an amount cal- 
culated at the rate of 3 pies in each rupee of 
the amount of such excess.” 


* Report of the Joint Select Oommittee on Draft Rtiles made under 
the Government of India Act — ^Rules 14 to 18. 
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The manner in which it has operated will be referred 
to later. 

518 In examining the question of the theoretically Siiy^bSr^' 
best method of division, the Committee consider that it method of 
will be best in the first place to examine the taxes with 
a view to determining, in the case of India, what are 
the balancing factors available. When these have 
oeen decided, it will be possible to say which of them 
it will be appropriate to use in order to arrive at a 
division which will be generally fair as between the 
Government of India and the provinces and as between 
the provinces themselves. Since it is fairly clear that 
the main balancing factor will be the income-tax and 
that, if any division of taxes is to be made at all, a 
division of the income-tax will be inevitable, it is pro- 
posed to examine the other taxes first, leaving the 
income-tax to the last. 

519. It must be stated at the outset that the Com- itgaiSp- 
mittee base their proposals on an assumption, which tion. 
underlies the proposals of the Reforms Report as well 

as the practice of the Federations, namely, that the 
intention is to treat all Provinces alike. It may be 
desirable in the case of an exceptional calamity that 
the Government of India should be in a position to 
give special subsidies to particular provinces, but it 
seems to be a fundamental proposition in respect of 
such a division of proceeds as is now contemplated 
that it should not give cover to a disguised subsidy, 
but should endeavour to arrive at an equality of treat- 
ment so far as possible. 

520. It may be added that it is not proposed to J^a^B^nadin 
include Local Taxation in the examination. This is detail— Local 
mainly of the nature of payment for services rendered omitted, 
in particular localities to the inhabitants, and if the 
inhabitants of. particular places choose to tax them- 
selves in order to secure amenities, that is not a matter 

which should be taken into consideration in an account 
as between different provinces. Similarly, it is not 
proposed to include in the account Capitation and 
Apportioned taxes. These again are payments for 
services rendered, and in the provinces where they are 
not levied by the Government, the villagers in some 
cases impose taxation upon themselves. Moreover, it 
fias been proposed that these taxes should be converl ed 
into local taxes. 
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land I 521. Land revenue, as has been seen, is adminis- 

Beyemie.'i terecl on different lines in different provinces and there 
is no province of which it is possible to say what is the 
I ate ir iposed Moreover, the staff that administers it 
is concerned with numerous other activities of the 
Government and it would be impossible to place it 
under Impel ial control. On these grounds it seems 
that land revenue must continue an item of provincial 
revenues. 

1 he charge for water partakes to some extent of the 
characteristics of land revenue. From another point 
of view it is a charge for services rendered and the 
provinces are responsible for capital cost and main- 
tenance. . It is clear that they are entitled to retain 
the proceeds. 

Taxes on 522. The next category of taxes are the taxes on 

— consumption, that is to say, customs and excise duties, 
duties. It has been pointed out that customs duties on imports 
have been set apart in all countries as a source of 
Imperial taxation, since it is the duty of the Imperial 
Government to regulate inter-State trade and because 
the incidence of these taxes is not traceable. This is 
a principle from which India cannot claim exemption. 
The case of customs duties on exports is somewhat 
different. In some cases it is possible to trace the 
origin of the exported goods, and it has been urged, for 
instance, in the case of tea, that if there were no export 
duty, the trade would be quite ready to bear an equi- 
valent burden in the shape of State or local taxation, 
provided they were assured that the money would be 
spent for the benefit of the locality. Another sugges- 
tion that has been made is that the province of origin 
should be given a share of the tax calculated with refer- 
ence to the expenditure to which it is put by the indus- 
try in question. As regards this, it has been urged 
with some force that it is undesirable for both Imperial 
and Provincial Governments to be interested in a tax 
of the nature of an export duty since such an interest 
renders it doubly difficulty for the trade concerned to 
secure amelioration when it is due. On the whole, it 
may be said that export duties provide a possible 
balancing factor, but one to be employed only in the 
last resort. 

523. In the case of excises for revenue, it is general- 
ly difficult, to trace consumption. Moreover, they 
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■should in many cases be regulated with reference to 
customs duties. It is therefore desirable that they 
should be Imperial. The proposed taxes on tobacco 
would be a partial exception. The excise suggested in 
the case of cigars, cigarettes and pipe tobacco made up 
after the European fashion would follow the usual rule, 
but the indirect excise on country tobacco, which it has 
been proposed should be taken through a monopoly of 
vend, could only be provincial. In the case of restric- 
tive excises, the considerations applicable to excises for 
revenue apply where special limitations on transport 
are not imposed, and it has been suggested that it 
would be desirable, for the purpose of getting rid of 
annecessary competition, to transfer to the Government 
of India the excise duty on locally-made * foreign ’ 
liquors. In the case of other restrictive excises, as has 
been pointed out, India differs from many Western 
countries in making excise duties provincial. There 
are facilities here for the imposing of something in the 
shape of a basic rate, and in the case of opium it would 
seem desirable that the whole of the revenue should be 
transferred to the Imperial Government. The manu- 
facture of this drug is already under the control of 
that Government, and recommendations have been made 
for the introduction of Imperial control over inter- 
provincial smuggling and of a uniform high rate of 
duty and the abolition of the system of sale of shops by 
auction. The international obligations that have been 
undertaken are likely to involve sooner or later Imperial 
intervention in matters of consumption. It would be 
appropriate in these circumstances that revenue should 
follow control, though the direct management of the 
arrangements for retail vend might continue in the 
hands of Local Governments. 

524. Taxes on transactions in other countries Taxes on 
depend largely on the extent and importance of the 
separate States and the extent to which they have adopt- 
ed their own stamps, postal and other, or use a system 
of embossing stamps instead of that of stamp papers. - 
In India it is not only highly inconvenient to have vary- 
ing rates of duty, but also, so long as uniform stamps 
are maintained for the whole country, it is not equit- 
able to continue the system of division of sources in 
the case of stamp duties. For both reasons it is very 
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desirable that the stamp duties should be retransferred 
to the Imperial Government. 

Other taxes on transactions shoul dcontinue to go 
to the provinces. 

525. Fees, as has been seen, are payments for 
services rendered, and therefore should go to the 
Government which renders the services, which is in 
almost all cases the Provincial Government. 

526. Probate duties now go to Provincial Govern- 
ments. The question of the division of the corre- 
sponding duties in other countries is one which has 
caused almost as much difficulty in some of them as 
that of the income-tax. On the whole, it appears to 
the Committee that, so long as all that is taken is a 
probate duty on a very moderate scale, the present 
system of crediting it to the Provincial Government 
should be continued. But the question would need 
further consideration if a high progressive duty on 
the lines adopted in Europe were to be imposed. In 
any case, the probate duty affords a possible balancing 
factor if one is needed. 

527. To sum up ; it will be seen that, of the taxes so 
far examined, import duties and revenue excises are 
necessarily Imperial, land revenue and irrigation and 
fees, which include judicial stamps, are necessarily 
Provincial; that, in the Committee’s opinion, non-judi- 
cial stamps, and the excise on country-made ‘ foreign ’ 
liquors ought to be transferred from Provincial to 
Imperial, and that the whole of the revenue from 
opium might well be transferred similarly; and that 
other possible balancing factors are afforded by the 
export duties, the other restrictive excises and the 
probate duty, but that the Committee do not regard 
the use of these as desirable if it can be avoided. 

528. It remains to examine the case of the income- 
tax and to see how far it is possible to devise a satis- 
factory method of using that for the purpose of obtain- 
ing equilibrium. In the case of this tax it is necessary 
to note in the first place that it is not a tax, as it is in 
other countries, on the whole population with incomes 
above the exemption limit. A large proportion of the 
incomes, namely, those that are derived from agricul- 
ture, are exempt from it, and it consequently falls 
mainly upon a limited number of persons who are 
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Tesident in cities. In the next place, the income from 
land, in spite of the recent changes in the taxation 
system, still provides a larger proportion of the total 
taxation than in other countries, and it has been seen 
that this is an item of revenue which must be credited 
to the provinces. Consequently, it is clear that, as bet- 
ween these two taxes, where the one is credited in full 
to the Government of India and the other to the pro- 
vinces, the provinces in which industries predominate 
are likely to suffer. Considerations of this kind no 
doubt led to the expression by the Financial Relations 
Committee of a doubt whether it would be possible per- 
manently to exclude Local Governments from some sort 
of direct taxation upon industrial and commercial 
earnings, and to the formulation under the instructions 
of the Joint Select Committee of the Devolution Rule, 
under which an attempt was made to give some share 
of the income-tax to the provinces. 

529. This being the case, it will be convenient, 
before proceeding to the general question of division of 
the income-tax, to deal with the operation of Devolu- 
tion Rule 15, which the Committee have been speci- 
fically asked to examine. The actual working of the 
rule is best illustrated by the following table of the 
amounts realised by provinces as their share of the 
income-tax ; — 


(In thousands of rupees.) 


— 

1921-22. 

1922-23. 

1923-24. 

1924-26 

(Revised). 

1925-26 

(Budget). 

Madras 

4,08 


10,82 

2,00 

2,00 

Bombay . 

14,72 

3,00 




Bengal 

96 





United Provinces 

3,20 

33 


... 


-Punjab • 

30 

5,69 

4,24 

4,51 

4,94 

Burma 

3,85 


38 

4,29 

8,28 

Bihar and Orissa 

58 

2,87 

2,55 

4,36 

4,88 

Central Provinces 

90 

1,49 

3,42 

82 


Assam 

2 

1,15 

4,16 

6,29 

5,40 

Totax 

28,60 

14,53 

26,57 

21,26 

25.60 


The reyision. 
of Devo- 
lution 
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may be dis 
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part of the 
general 
question. 
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It is clear from this statement that, if the purpose' 
of this rule was to secure to the larger industrial pro- 
vinces a share in the growing revenue from taxation of 
incomes, it has failed in its object. It is obvious that 
the effect of the rule is to give bonuses to individual 
provinces on a haphazard basis, while leaving the 
Government of India to bear all losses . The only means 
of amending the rule that have been suggested are the 
adoption of a different datum line. The Committee 
have examined this suggestion, but are unable to sup- 
port it, primarily because they consider that the 
whole system of dividing the income-tax on the basis 
of a datum line is unsound. The income-tax in the 
commercial provinces depends largely on the main* 
industries, in Bombay on cotton, in Bengal on jute, in 
Assam on tea and in Bihar and Orissa on coal and 
minerals. The periods of prosperity and depression of 
these do not necessarily synchronise, and any datum 
line common to all provinces would consequently give 
disproportionate results as between the industrial 
provinces themselves. The system has the further 
defect of giving a premium to provinces which had 
neglected their income-tax assessment before the intro- 
duction of the new centralised income-tax department. 
Moreover, it must be remembered that Devolution Eule 
15 is part of a settlement of which the contributions 
are another part, and that both depend upon figures 
of revenue and expenditure on particular dates. If 
therefore it is proposed to alter the one, it would be 
necessary to reconsider the other at the same time. On 
the whole, it seems to the Committee that it is best to 
reconsider Devolution Eule 15 as part of the question 
of the redistribution of the income-tax. 

530. There are several possible ways of dividing 
the income-tax, of which the following are the chief : — 

(1) The provinces might be empowered to levy and 

administer an income-tax separate and 
distinct from that levied by the Government 
of India. 

(2) The income-tax might continue to be levied by 

the Government of India, which might at 
the same time levy centimes additionnels^ 
for the benefit of the provinces. 

(3) The income-tax might continue to be levied by 

the Government of India, but a definite pro- 
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portion of the yield might be allocated to 
the various provinces on principles to be 
determined. 

531. The first method obtains in various Federal 
States, e.y., Australia, Canada and the United States. 

The existence of two taxing authorities operating with- 
in the same sphere has given rise to serious difficulties 
in all these States and has been the cause of considerable 
irritation on the part of tax-payers; the necessity of 
making separate returns to two different authorities 
and of understanding the provisions of two different 
taxing schemes combine to render the system intoler- 
able, The question was dealt with at length by the 
Australian Royal Commission on Taxation appointed 
in 1920, and while unanimity as to the provision of a 
remedy was not attained, both the majority and mino- 
rity reports agreed in condemning the existing system. 
Certainly, no scheme on these lines can be recommended 
for India. 

532. The second-method obtains as between State Centimes 
and Local Taxation in France, Belgium and various 
other European States. There, however, the centime 
additionnel is levied on what is known as the imfot 
cidulaire, which is a tax at a fiat rate on specific 
sources of income. To endeavour to graft the centime 
additionnel on to the Indian income-tax system would 
mean that, as respects some incomes, the proceeds of 

the tax would go entirely to the province of origin. It 
is a system which can only be employed successfully 
where the income taxation machinery is directed to 
taxing either by reference to the source or by reference 
to the destination of the income, and not where a com- 
bination of both methods is adopted. Moreover, if 
Provincial Governments were to be empowered to deter- 
mine the rates of surcharge on the Imperial income-tax, 
an inevitable result vmuld be variations in the rates in 
different provinces, which are to be deprecated in the 
interests of commerce and industry. 

533. The third method appears to provide the most Assignment 
appropriate solution. It gives no additional trouble 

either to the assessing authority or to the tax-payer, share of the 
neither of whom is concerned in the matter, and it per- 
mits of variation in the respective shares of the Central 
and Provincial Governments without any dislocation 
of the machinery of assessment and collection. The 
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difficulty is to find a satisfactory basis on which the 
allocation between the several provinces of the total 
share allotted to them is to be effected. 

The Indian income-tax and super-tax (excluding 
the super-tax on companies) is, like the British income- 
tax and super-tax, charged on a double basis. It is 
charged on all income received in British India from 
whatever source it may be derived, and it is charged on 
all income arising or accruing in British India, what- 
ever may be its destination. 

In India, as in the United Kingdom, a large pro- 
portion of the yield of the income-tax is realised by 
the method known as ‘ collection at the source h 
Under this system, the income-tax in respect of certain 
species of profits and interest is collected at the point 
where such profits or interest emerge. For instance, a 
limited company is required to pay income-tax at the 
maximum rate on the whole of the profits it makes with- 
out regard to their ultimate destination, and the burden 
of the tax is passed on to the shareholder in the shape 
of a reduced dividend. Similarly, the payer of interest 
on securities is required to deduct and pay over to the 
Bevenue income-tax at the maximum rate on such 
interest. A similar provision exists in India with 
regard to salaries, subject to the unimportant difference 
that the rate which tax is deducted is that appropriate 
to the estimated total income of the recipient. 

Where tax has been charged at the source at the 
maximum rate and total income of the recipient is 
such as to entitle him to a lower rate, provision is made 
for a refund based on the difference between the two 
rates. Accordingly, all profits from trade, etc., are 
ultimately taxed as part of; and at the rate appro- 
priate to, the total income of the individual to whom 
they belong. The sole exception to this rule is in the 
case of such portion of the profits of a limited company 
as are not distributed, but are placed to reserve. Here 
there is no single person to whom such profits can be 
said to belong, and they accordingly remain burdened 
with the tax at the maximum rate charged on the 
general profits of the company. 

534. It follows -from what has been stated above 
that, in a number of cases, tax will be charged in a 
province in which a company carries on its business, 
but actually be borne by a person resident in some other 
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province, and the question then arises in what propor 
tion the income-tax is to be allotted as between the pro- 
vince in which the income arises, and in which the tax 
is collected in the first instance, and the province in 
which the recipient of the income who ultimately bears 
the burden of the tax resides 


The problem is not dissimilar in its main aspects 
from that involved in devising means for the avoidance 
of double income-tax as between two sovereign States. 
Both problems arise from the same cause, mz., the exis- 
tence of a double basis of liability, residence and origin, 
and if the relative weight to be attached to these two 
factors could be agreed upon, a theoretical solution of 
both problems would be easy. 

The problem has attracted considerable attention 
lately in Europe and in the United States, and in 1921 
the Financial Committee of the Teague of Nations 
appointed a panel consisting of Professors Bruins, 
Einaudi, Seligraan and Sir Josiah Stamp to consider 
and report upon the matter. 

Their method of attacking the problem was to ascer- 
tain, as regards each category of wealth, where the 
economic allegiance lay in a preponderating degree, and 
they reached the following conclusions : — 


I. 

Il-a. 

II-&. 

Ill-a. 

lY. 

V-a. 

Y-h. 

Y-c. 

Y-d. 

Y-e. 

YI. 

A. 

B. 

C. 


Categoi’y of wealtli. 

Preponderant element. 

Origin. Domicile. 

Land ..... 

X 


Mines, oil-wells, etc. 

X 

... 

Commercial establishments 

X 


Agricnltnral implements. 

X 


machinery, flocks and herds. 

Money, jewellery, furniture. 


X 

etc. 

Yessls ..... 

Ax 


Mortgages . . , . 

Bx 

Cx 

Corporate shares 


X 

Corporate bonds 


X 

Public securities 


X 

General credits 


X 

Professional earnings 


X 

Country in which registered. 

Where the taxation of property 

is in question. 


When the taxation of income is in question. 
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They made no attempt to make an exact apportion- 
ment of the economic allegiance as regards each cate- 
gory of wealth and their views on this point are ex- 
pressed in the following terms : “To allocate the 
exact proportion of economic allegiance to origin or 
domicile in each particular category is well-nigh im- 
possible. Such an attempt would savour too much of 
the arbitrary 

iEeciprooai 535. In fact, owing to the practical difficulty 
tS involved in the distribution of the income-tax between 

resident, the the country of origin and the country of domicile, the 
four economists came to the conclusion that ‘ ‘ on the 
subject of income taxation in its developed form, the 
reciprocal exemption of the non-resident is the most 
desirable practical method of avoiding the evils of 
double taxation and should be adopted wherever coun- 
tries feel in a position to do so.’’ 

TheOom- 536. The Committee have made several attempts to 
^oposais— to devise a scheme based on the classification referred to 
give the above, but they have found it impossible to apply these 
on principles to the peculiar conditions of India and they 
personal have come to the conclusion that the only feasible 
incomes. method is to base the distribution primarily on the prin- 
ciple of domicile, which underlies the final conclusion 
of the four economists. 

What they would propose is to give the provinces 
the proceeds of a basic rate on personal incomes gra- 
duated proportionally to the general rate. For this 
purpose, the basis of calculation would be the personal 
returns submitted under section 22 (2) of the Indian 
Income-tax Act, which provides for a statement of the 
income derived by the assessee from all sources, includ- 
ing dividends from companies wherever situated. 

The whole of the collections on incomes that do not 
appertain to residents in particular provinces, such as 
the tax on undistributed dividends of companies or on 
incomes of persons resident abroad or residents in 
places outside the boundaries of the provinces to which 
the allotment was made, and the whole of the super-tax, 
would go to the Government of India. 

Coupled with ^ 537. In addition to the allotment made on personal 

share^fthe incomes, the allocation of which is based entirely on 
oorporatioa domicile, the Committee would recommend the giving 
pxofite tax. ^ partial recognition to the principle of origin by 
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-assigning to each province a small portion of the 
receipts of the corporation profits tax, following in 
this respect the example of Germany. The Committee 
recognise that there would be difficulties in allocating 
the income of companies having their head offices in 
one province and their branches and enterprises in 
others. For this reason, they recommend that the 
share should be kept small. Subject to that considera- 
tion, they would contemplate distribution on the basis 
of the collections of each province, subject to arbitrary 
adjustments similar to those agreed upon for the pur- 
pose of the distribution under Devolution Rule 15, in 
cases where profits wholly assessed in one province 
originate in more than one. 

538. The Committee make no claim that this scheme The adran- 
attains scientific accuracy. The advantages they see 

in it are that it is easily comprehensible, bearing its 
merits and demerits on its face, that it can be applied 
directly by the use of returns already in use and that it 
gives as much recognition to the principles laid down 
by the economists as is possible in the conditions obtain- 
ing in India. 

539. The Committee are specifically instructed that 

it is no part of their function to revise the Meston iti^foS^no- 
Settleinent, and they presume that, supposing their 
recommendations as regards the balancing factors to be LiSoing 
employed are accepted, the duty of applying them to 
the actual conditions will be carried out by some other 
body. It will be sufficient, therefore, to indicate very 
briefly the manner in which they contemplate that the 
balancing factors they have indicated should be used 
in such a calculation. 

To take first the case of Devolution Rule 15. It 
will be clear that all that would be required would be 
for the Government of India to determine, with refer- 
ence to the considerations which influenced the fram- 
ing of the rule and to the sums which have actually 
been distributed under it, the total sum they proposed 
to distribute to the provinces. It would then be possi- 
ble to arrange for the distribution of this sum by 
selecting suitable rates to be applied to the personal 
income-tax and the corporation profits tax on com- 
panies, respectively. 

The process to be adopted in the case of the general 
division would depend upon the view taken by the 
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Government of India in regard to the use of the 
balancing factors named. The Committee have recom- 
mended as possible balancing factors, the export 
duties, a basic rate on restrictive excises generally, the 
whole of the excise on opium, the whole- of the excise on 
country -made ' foreign ’ liquor, and the whole of the 
revenue from general stamps. Their recommendation 
is that the export duties and the basic rate on excises 
should not be made use of except in the case of real 
necessity. They have recommended that the revenue 
from general stamps and the excise on country-made 
‘ foreign ’ liquors should be transferred to the Govern- 
ment of India on considerations other than their use as 
balancing factors, and have made a similar recommen- 
dation, but on grounds that are not so strong, in the case 
of the revenue from opium. The first point to be deter- 
mined therefore appears to be which, if any, of these 
three should be made over by the provinces to the 
Government of India. As soon as that point had been 
determined, all that would remain to be done would be 
to select basic rates for the income-tax and corporation 
profits tax which would give the provinces a share of 
these which would be equal to the revenues they now 
derive from the provincial heads the transfer of which 
is proposed. 

These considerations are of course independent of 
any question of the revision of the contributions or of 
the influence that might be exercised upon the matter by 
the imposition of new taxation or the revision of taxa- 
tion already in force. 

Paet II. — Provincial and Local. 

The problem 540. The issues that are involved in the allocation 
of resources between the States and the local autho- 
Provinciai rities are essentially different from those that have just 
diffeSnom discussed. In all federal countries, the division 

that so far of Sovereign powers between the Federal Government 
discussed. Component States is defined by statute, but 

there is no such clear division between the functions and 
powers of taxation of the State and the local autho- 
rities. Such control ad is exercised by the Central 
Governments over the States is directed to ensure that 
in the exercise of their powers the States do not 
encroach on the federal sphere. In the case of the 
services that are administered by local authorities,. 
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however, the State is in most countries responsible, and 
eonsequently it is often compelled to prescribe stan- 
dards of administration and to exercise control over 
the local bodies in order to ensure adherence to the 
prescribed standards. This control generally involves 
financial assistance. In India such control has been 
exercised to a greater extent than in most countries 
owing to the fact that local authorities have developed 
to their present state by a gradual process of devolution 
of powers, and though these bodies now enjoy far more 
independence than before, the Provincial Governments 
are still responsible under the Government of India 
Act for the services conducted by them. 

541. Subject to these general considerations, the The deveiop- 
actual division of taxing powers and funds has varied 
very largely as a matter of history. In England, system of 
before 1832, local authorities were more or less autono- division, 
mous institutions which had nO' connection with the 
Central Government, and the administration of all the 
services was almost entirely in their hands. Between 
1832 and 1888, the Central Government, mainly by a 
judicious use of the grant-in-aid as an instrument of 
control, “ bought the rights of inspection, supervision, 
initiative, criticism and control in respect of one local 
service after another and of one kind of local governing 
body after another.'’ *Lord Goschen’s reforms of 
1888 marked a departure from the policy underlying 
the institution of grants-in-aid and the introduction of 
the policy of assigning definite sources of revenue for 
local purposes. The system of assigned revenues, 
however, was practically abandoned in 1910, when the 
amounts to be granted to local authorities on account of 
the assigned revenues were stereotyped. The whole 
question of subsidies was examined at great length by 
a Departmental Committee appointed in 1912, and as 
a result of their recommendations, there has been a 
partial revival of the old system of percentage grants 
in the case of the police. As a consequence, at the 
present time the income of local authorities in England 
is principally derived from the local rate and from 
subsidies from the Central Government, which consist 
partly of a fixed allotment out of the proceeds of certain 
taxes and partly of amounts granted for specific 
services, such as education and police. The following 

^Sidney Welbb: Grants-in-aid page 6. 
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figures taken from Sidney Webb’s “ Grants-in-aid ” 
illustrate tbe development of the amounts of State 
subsidies since 1832 : — 


1840 

Less than half a million. 

1850 

Three-fonrths of a million, 

1860 

Over 1 million. 

1870 

. . 2 millions. 

1880 


1890 

, 12 

1900 

. 16 

1911-12 

. 30 

1920-21 

. 66 


developments in Erance have, owing tO' 
other historical reasons, been on difierent lines, but as in 
SinSS! England there is no complete separation of sources. 

The local authorities depend principally upon the 
octroi and surcharges on State taxes, but subsidies are 
largely employed as a balancing factor. The prin- 
ciples on which they are granted, however, are difierent 
from those in England. Their most important feature- 
is that the Central Government undertake financial 
responsibility for certain classes of expenditure under 
each service. Eor instance, in the case of education, the 
Central Government pay the salaries of teachers, while 
the departements bear the cost of dwellings for inspec- 
tors and of equipment, and the communes undertake 
responsibility for the maintenance of buildings and for 
the housing of the elementary school teachers. Condi- 
tions vary in the other European countries, but it may 
be stated that, generally speaking, there is no complete 
separation of sources of revenue or even of functions, 
and that the resources of local bodies are in most cases 
supplemented by subsidies from the States, which have 
become necessary partly because certain services of' 
national importance are under the administration of 
local authorities, and partly because of the difficulty 
of devising an equitable system of local taxation on the 
principle of ability to pay. 

chapter on Local Taxation, the Com- 
for India Of mittee have commented on an outstanding feature of 
fiiiancial position of local bodies in India, mz., the 
Commission, inadequate state of their resources. The nature of 
the changes introduced in the financial relations bet- 
ween local authorities and the Provincial Governments 



409 


1by Lord Mayo and Lord Ripon have also been described 
in some detail in the same chapter. The next im- 
portant landmark in the development of the system^ of 
local finance was the report of the Decentralisation 
Commission whose recommendations are summarised 
below : — 

(1) In the case of panchayats, the constitution and 
development of which the Commission strongly urged, 
it was recommended that a portion of the land cess 
levied for local board purposes in the village should be 
credited to the panchayats, which were also to take the 
receipts from village pounds and markets entrusted 
to their management. 

(2) In the case of rural boards, financial relief and 
-addition to the resources were suggested — 

{a) by the allotment to them or to the panchayats 
under them of the whole of the land cess; 

(&) by the increase of the rateable grant of 25 per 
cent of the land cess assigned by the Central 
Government in 1905; 

(c) by relieving them of responsibility for the main- 
tenance of trunk roads, famine and plague 
relief, local veterinary work and the charges 
incurred by the boards in regard to police 
and registration of births and deaths; 

{d) by relieving them of any contributions in 
respect of services rendered to them by 
Government officers in the course of their 
duties. 

In the case of poor districts special grants were to 
be made in lump sums or as percentages of expendi- 
ture incurred on specific services, and these were to be 
fixed under a quasi-permanent settlement. 

544. As a result of the recommendations of the De- The taxes 
centralisation Commission and the introduction of the Sfboai^. 
Reforms, local authorities have now acquired consider- 
able financial freedom, but so far as the nature of the 
taxes imposed are concerned, there has not been any 
material change, except that the taxes which may be 
levied without the sanction of the Government of India 
have now been clearly specified in the Scheduled Taxes 
Rules. They are — 

(1) atoll, 

(2) a tax on land or land values, 
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(3) a tax on buildings, 

(4) a tax on vehicles or boats, 

(5) a tax on animals, 

(6) a tax on menials and domestic servants, 

(7) an octroi, 

(8) a terminal tax on goods imported into or ex- 

ported from, a local area, save where such 
tax is first imposed in a local area in which 
an octroi was not levied on or before the 
6th July 1917, 

(9) a tax on trades, professions and callings, 

(10) a tax on private markets, and 

(11) a tax imposed in return for services rendered, 

such as — 

(a) a water-rate, 

(b) a lighting rate, 

(c) a scavenging, sanitary or sewage rate, 

(d) a drainage tax, 

(e) fees for the use of markets and other 

public conveniences. 


The propor- 
tion of their 
expenditure 
met out of 
these taxes 
by local 
boards. 


545. Owing to the variations in the functions per- 
formed, the standard of services rendered, the taxes 
levied, and the amounts and nature of the subsidies 
given, it is very difficult to secure any reliable figures 
to illustrate the comparative position in this matter. 
While it is f ai;; from satisfactory, the best basis of com- 
parison the Committee have been able to devise is the- 
percentage borne by provincial grants to the total ex- 
penditure on Education, Medical Relief and Civil 
Works, for district boards only. The following are 
the figures for typical years : — 


Madras 

1904-05. 

*27 

1913-14. 

52 

1922 23. 

43 

Bombay 

82 

44 

67 

Bengal 

15 

28 

27 

Bihar and Orissa 


tl9 

20 

Assam . 

. $22 

66 

42 

Punjab 

. 0-2 

47 

40 

United Provinces . 

7 

74 

33 

Central Provinces 

22 

42 

62 


*This is based on the figures for 1905-06, those for 1904-05 not being 
available. _ 

tThis is based on the figures for 1914-15, those for 1913-14 not being 
available. 

JIneludes Eastern Bengal. 
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546. Tlie figures are somewliat remarkable, espe- 
cially in Bengal, where the cesses are higher than 
elsewhere, and Bombay, where a very large proportion 
of the expenditure on education is borne by the State. 
Such conditions enforce the lesson that, in any compari- 
son of incidence, it is essential to make allowance, if 
not for local taxation, at least for the sums of provincial 
money that are expended in relief of it. The Com- 
mittee have suggested in the previous chapters several 
means of increasing the resources of local bodies, in 
many cases at the expense of provincial revenues. 

547. The plan of assignment of a share of State taxa- 
tion is not one that can be recommended in normal cir- 
cumstances, The Committee have, however, recom- 
mended its adoption in two special cases. In the first 
of these, what they have proposed is the assignment of 
a share of the Government revenue from non-agricul- 
tural land in towns collected under the ground-rent 
rules or some similar plan. The reasons for this recom- 
mendation are that the land is better managed by the 
Government agency, but that at the same time the local 
authorities are entitled to a share in the revenue pro- 
duced on the ground that they provide the services 
which help to create the value. The second case is that 
of taxes on entertainments and betting. In this case, 
the Committee have recommended that the taxes should 
be imposed and administered by the Provincial Govern- 
ment, in order, among other reasons, to prevent their 
being used as a means of class taxation. At the same 
time, inasmuch as entertainments involve expenditure 
on local bodies, they have thought it right to recom- 
mend that the latter should take a share in the proceeds. 
Another set of taxes in respect of which recommen- 
dations have frequently been made, either for the 
assignment of a portion of the revenue or for the 
transfer of a portion of the taxing power, are those 
imposed upon intoxicants. In these cases the Com- 
mittee are unable to recommend any assignment of a 
portion of the tax. Under normal conditions it might 
be advisable to transfer a portion of taxing power. 
But in view of the policy that is being pursued of 
reduction of liquor shops and ultimate prohibition it 
does not seem appropriate to consider any such plan at 
the present juncture. 


The Commit* 
tee’s recom- 
mendations 
for increasing 
their 
resources. 


Assignment 
of revenues. 
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548. Under taxes on property it has been pro- 
posed — 

{a) that the land revenue on agricultural land 
should be standardised at a comparatively 
low rate so that local bodies may be enabled 
to increase the rates ; 

(&) that a substantial portion of the land revenue 
collected in towns should be made over to* 
the municipalities, which have also ample 
scope for increasing the property tax and 
under suitable conditions for imposing 
taxation on unearned increments. 

In the case of taxes on trade, the chief recommenda- 
tion that has been made is in the opposite direction, 
namely, that steps should be taken to prevent local taxes 
on trade from operating to interfere with the interests, 
which the Imperial Government are bound to protect. 
At the same time, it has been proposed that the local 
bodies should be given power to levy a tax on retail 
sales, which in several countries is a State source of 
revenue, and one on advertisements. It has also been 
recommended that the Imperial taxation on motor 
vehicles should be reduced and a Provincial tax imposed 
on them for distribution to local bodies through road 
boards, the local bodies being thus enabled to abolish 
the tolls on such vehicles. 

In connection with the taxes on persons, while in 
England the State taxes incomes above the subsistence 
limit, in India the whole field of taxation up to Rs. 2,000 
is left to local bodies; it has further been suggested 
that assistance should be given to them in the assess- 
ment of the profession tax by the income-tax and by 
the general administrative staff; and the present policy 
is for the capitation and apportioned taxes to be made 
over to them. 

Another new tax that has been suggested is a fee for 
the registration of marriages in selected localities. 

549. On the other hand, there seem to be certain 
cases in which local bodies have encroached on the 
Imperial and Provincial spheres. The Committee 
have already referred to the wide powers given to 
district councils by the Central Provinces Local Self- 
Government Act of 1920 under which they can impose 
“ any tax, toll or rate other than those specified in 
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sections 24, 48, 49, and 50 of the Act.” A cess of half 
an anna on every ton of coal exported has already been 
imposed by one Council, while another has announced 
its intention of levying a cess on manganese ore export- 
ed from the district. In the case of the octroi and ter- 
minal taxes generally there is perceptible a danger of 
interference with railway rates, and in a few cases 
with customs and excise duties. Similar difficulties 
may arise in future in Madras out of the very wide' 
discretion allowed to village panchayats as regards 
taxation, the result of which has been the introduction 
of almost every kind of tax, including surcharges on 
the liquor sold in the village liquor shop, export and 
import duties on articles despatched from or received 
in the village, taxes on income and other personal 
taxes. The Committee do not suggest that the powers 
already given should be withdrawn, but it seems to 
them that greater vigilance on the part of Provincial 
and Imperial Governments is needed in the matter of 
sanctioning taxation for local authorities. 

550, Even if all the recommendations enumerated The balance 
above are given effect to, the resources of local authori- “^^ 4 ® 
ties will still have to be supplemented by means of sub- 
sidies. The question of subsidies is closely connected p in® , 
with administrative control, since they are in a large 
number of cases used for purposes of enforcing 
efficiency. It is therefore difficult to consider the prin- 
ciples on which they should be granted as an isolated 
problem of finance, and the Committee are doubtful to 
what extent this question falls within their terms of 
reference. It may be useful, however, to consider 
briefly the principles recommended by the Depart- 
mental Committee on Local Taxation in England in 
1912. This Committee classified the services adminis- 
tered by local authorities into two categories, namely, 
local and semi-national, and recommended that grants 
should be confined to semi-national services, including 
in that term education, poor law relief, police, main 
roads, public health, criminal prosecutions and mental 
deficiency. As regards the form and the methods of 
distribution of the Government subventions, they stated 
that the main functions which such, subventions were 
intended to fulfil were — 

( 1 ) to provide the nation’s share of the cost of 
semi-national services ; 
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(2) to correct inequalities in the local taxation 

system, both those existing between indi- 
viduals and those existing between dis- 
tricts ; 

(3) to enable the Government effectively to super- 

vise the administration of semi-national 
services. 

Their principal recommendations were that the sys- 
tem of assigned revenues should be abolished and that 
State assistance to local authorities should take the 
form of direct grants proportionate to the expenditure. 

The system of proportionate grants, which has been 
Partially revived since 1918, has, however, been since 
condemned by the Geddes Committee as leading to 
extravagance on the part of local authorities. 

551. In India, State assistance to local authorities 
is given in a variety of ways — 

{a) By the provincial administration of services or 
portions of services recognised as local. 

Thus in some provinces roads, in others hospitals, 
in others schools are entirely maintained by Govern- 
ment agency out of Government funds. 

(5) By grants which represent the cost of certain 
items of expenditure relating to particular services, 
such as salaries of officers. 

In several provinces, a proportion of the salaries of 
health officers is paid by the Provincial Government, 
while in respect of education, the grant-in-aid rules 
provide for subsidies for specific items, such as build- 
ings or equipment or salaries of teachers. 

(c) By the Government making local bodies their 
agents for the conduct of particular services and meet- 
ing the cost. 

Thus, a Government may undertake to pay for the 
maintenance of certain trunk roads up to a particular 
■Standard subject to the work being passed by its own 
officers. 

(d) By block grants. 

Grants in aid of general resources, as distinguish- 
ed from grants for specific services, were common before 
the Reforms. These have been to a great extent dis- 
continued, but some are still given to poor districts. 
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(e) By grants proportional to total expenditure. 

This is the system in force in many provinces, parti- 
cularly in respect of education and medical relief. In 
Bombay, 50 per cent of the expenditure by municipali- 
ties, and. 66 per cent of that by district boards on com- 
pulsory elementary education is normally borne by the 
G-overnment, while under the Madras Elementary Edu- 
cation Act, a provincial subsidy not less than the pro- 
ceeds of the tax under the Act is obligatory. 

In the case of capital works, such as water-supply 
and drainage schemes, it is a common practice for the 
Government to undertake to pay a definite fraction of 
the cost and to make a loan of the remainder subject to 
the local body’s undertaking the maintenance of the 
work and the service of the loan. 

552. The question which of these methods should be The oiwice 
adopted in practice is a purely administrative one and “s^^adminis 
appears to be outside the scope of the Committee’s trativ© 
enquiry. It would, however, seem that, as recommend- 
ed by the Royal Commission on Local Taxation in only te 
England, 1902, and the IDepartmental Committee 
1912, subsidies should ordinarily be restricted to ser- oontmuovs 
vices which are of national importance and that they 
should be granted on a system which will enable the 
Provincial Government effectively to enforce efficiency 
in respect of such services. A third essential is that 
they should be granted on some uniform and easily com- 
prehensible plan so worked out in. advance that the local 
body can arrange its programme of expenditure in good 
time and provide for a due adjustment between that, its 
expected receipts from provincial funds and its scheme 
of taxation. 
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CHAPTER XVII.— THE MACHINERY OE 
TAXATION. 

563 . The Committee are desired to advise as to the 
machinery required for the imposition, assessment^ and 
collection of taxes, old and new. They are to indicate 
the most efificient machinery, whether or not it follows 
the same lines of division between Imperial, Provincial 
and Local as they are recommending in the case of the 
proceeds of taxation. 

554. In considering the lessons to be learnt from 
other countries in this matter, large allowances have to 
be made for considerations of history and of national 
psychology, and it is difficult to deal with questions of 
tax administration alone without trenching on the gene- 
ral field of administration and public service. Perhaps 
the best course will be, instead of examining the sys- 
tems of administration of taxes as a whole, to attempt 
to isolate certain tendencies and to illustrate them by 
examples. 

The chief tendencies which the Committee observe 
in the tax administration of the leading countries of 
to-day are — 

(1) to divorce administration from politics; 

(2) to entrust administration increasingly to 

experts; 

(3) to centralise control ; and 

(4) to combine the staffs that deal with cognate 

subjects. 

555. In the matter of divorcing administration 
’from politics, America has long been a standing 
example to the rest of the world by reason of its failures. 
It is hardly possible to take up any study of taxation 
questions in the United States without this lesson being 
emphasised at every turn. To take a single instance, 
the Cleveland Commission of 1895, referring to the 
administration of the general property tax, stated as 
follows : — 

‘ ‘ The existing system is productive of the gravest 
injustice ; under its sanction, grievous wrongs 
are inflicted upon those least able to bear them ; 
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these laws are made the cover and excuse for 
the grossest oppression and injustice; above 
all and beyond all, they produce in the com- 
munity a widespread demoralisation; they 
induce perjury; they invite concealment. The 
present system is a school of evasion and dis- 
honesty . The attempt to enforce these laws is 
utterly idle.’’* 

The rea^sons for this general condemnation have been 
summarised by Professor Bastable in his ‘ Public 
Finance ’ . He says that the most important of them is 
lax administration, and remarks; ‘‘ OjHicials elected 
for short terms cannot be expected to scrutinise very 
closely the answers of their constituents. Palpably in- 
adequate returns are accepted with little question, and 
the wealthiest get oh best.”t 

In France and Germany the tendency is to some ex- 
tent in a contrary direction to that in America, where 
appointments depend on the politicians. The danger 
in France, which has a bureaucracy of the strictest kind 
with an enormous force of fonctionnaires , is of the poli- 
ticians becoming dependent on the bureaucracy, so 
much so that a deputation of English Civil Servants 
who went to study the methods of the French bureau- 
cracy reported that the varied powers exercised by them 
are so wide that effective combination would enable 
them to dictate the policy of the Government or to place 
in power any party favourable to themselves ’kj: In 
England, these tendencies are less in evidence. 

Nevertheless, there is no other point on which Sir 
Josiah Stamp lays so great an emphasis. ‘ ‘ My experi- 
ence shows,'' he says, that good administrative work 
cannot be done by a staff which is immediately depend- 
ent on the electorate and its representatives. It is of 
the first importance that the staff of a fiscal department 
should be absolutely independent of local changes of 
feeling, affections and policy generally. The import- 
ance of this cannot be too greatly emphasised, and 
though it may be difficult to realise in some areas that 
it is a cardinal principle, I am more convinced of this 


* neport of the vSpeeial Connmittee on Taxation of the Cleveland 
Chamber of Commerce, 1895, page 10, quoted in Seligman’s ** Essays in 
Taxation ”, pages 27-28. 

t Bastable, Public Finance, page 474. ^ « 

t The Development of the Civil Service — ^Dectures delivered before 
the Society of Civil Servants, 25*20-21, page 184. 
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than of anything in the realm of taxation and fiscal 
affairs/’ ! 

556. As regards the next tendency, namely, to en- 
trust the work to experts, it will be opportune to quote 
Professor Eamsay Muir : “ It is obvious that the busi- 
ness of government has become inconceivably more com- 
plex, elaborate and minute than it used to be — than it 
ever has been in the history of the world. It has be- 
come so vast and so multifarious that it can only be car- 
ried on by an enormous and carefully graded hierarchy 
of officials, each expert in his own field — that is to say^ 
by a bureaucracy.”* 

While every branch of administration has tended 
to become more and more a matter for experts, there is 
no branch of it in which the necessity for expert know- 
ledge has been greater in the last few years than that 
connected with taxation, a branch which touches every 
man’s pocket to an extent undreamt of a few years ago, 
and in which a comparatively small mistake may have 
the most far-reaching effects, whether from the point 
of view of the Government revenue or from that of jus- 
tice to the tax-payer and his consequent contentment or 
discontent. One general effect of this tendency may be 
seen in the intimate association throughout the world 
of economists and taxation officials, and in the manner 
in which each class seeks help from the other in the solu- 
tion of what has become the leading problem both of 
economics and of finance. To take special cases, it is 
obvious that, under a heavy property tax, the function 
of a land valuer is one requiring special knowledge of 
a very high degree. The income-tax officer of to-day 
must not only be an expert accountant, but must have 
an intimate knowledge of the course of business and of 
any matter likely to be affected by the operation of the 
taxes he is required to enforce. Customs tariffs again 
have become a matter of world trade and world politics. 
Even the ordinary business of a gauger requires no- 
small knowledge of chemistry and mathematics. And 
similarly in other departments. 

557. The need for employing men who will first 
undergo a special training and then give their lives to 
the work leads necessarily to centralised departments, 
while other tendencies work in the same direction. To 

* Ramsay Muir : Peers aud Bureaucrats, page 11. 



quote an American authority again, “ Conditions of 
administration are about as important as the rate of 
taxation in determining the success or failure of pro- 
perty and income-taxes. Under a purely local system 
of administration there never was and never will be a 
generally satisfactory assessment of either income or 
property, for reasons perfectly familiar to us all. Cen- 
tral control of the process of assessment is necessary for 
the successful operation of either a property or an 
income-tax, and hardly more so for the one than for the 
other. 

In short, it is not possible, under a strictly decentra- 
lised system, to secure either the necessary expert know- 
ledge or the necessary freedom from outside influence. 

Even in England, where anything that has the least 
flavour of bureaucracy is anathema, there is far more 
unity in the system than appears to the uninitiated. 

Thus Dr. Gilbert Slater writes : The whole question 
of the machinery for the collection of different taxes 
should be regarded as quite distinct from the question 
of assignment of the proceeds and as needing separate 
consideration. It comes into the relation between the 
Imperial and Provincial Governments and also that 
between Provincial Governments and local governing 
authorities. Somewhat analogous problems occur in 
England. For instance, in London the rates are col- 
lected by the Borough Councils ; but having been so col- 
lected, part of the proceeds go to the Imperial Govern- 
ment (Home Office, for Metropolitan Police), part to 
the London County Council, part to the Boards of 
Guardians all of which ‘ levy precepts ’ on the Borough 
Council. The Boards of Guardians again, out 
of their share, have to pay their contributions 
to the Metropolitan Asylums Board and the 
Common Poor Fund. Then in fixing assessments 
for rates, the Borough Council’s decisions are subject 
to appeal from the rate-payers on the one hand and 
from the Inland Revenue department of the Imperial 
Government on the other.” 

558. The fourth proposition is mainly a matter of 
economy. It is obviously wasteful to have two men partita, 
operating in the same area collecting different taxes 
when one man can do the work of both, and far better 

* Article by Charles J, Bullock quoted in his ' Selected Readings in 
Public Finance”, page 482. 
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recruitment and administration can be secured in a 
comparatively large cadre than in a small one. Thus 
in England there is, to a great extent, assimilation of 
the grading of the staffs that deal with customs and 
excise, while the staff employed under the Commis- 
sioners of Inland Revenue assess and collect the great 
bulk of the remaining taxes, such as the income-tax and 
super-tax; the land tax and mineral rights duty; the 
estate and succession duties; and the various taxes 
levied through stamp duties. Even in the parishes, 
the same official undertakes collections on behalf of a 
number of local bodies and sometimes also on behalf of 
the Central Government. In countries on the Conti- 
nent, where bureaucracy flourishes to a greater extent, 
these combinations are carried out in a more logical 
way. In Australia, America and elsewhere, where 
separate State and Federal staffs have been employed to 
collect similar taxes, for instance, the State and Fede- 
ral income-taxes, movements are in force for unifying 
the establishments and making the collection on the 
same register. 


ofTheTndirn Considering the development of the Indian 

system — the ^ system of tax administration, it is necessary to consider, 
early begin- jn the first place, the elements out of which it has been 
evolved. It is perhaps not inappropriate to mention 
that it had its origin in days when many of the more 
important modern taxes were unknown in their present 
form in Europe. It began with a Central Government 
far removed from the Local Governments, which were 
its agents. Under these was a very small force of dis- 
trict officers, and under these again, the village com- 
munity. The treasury was depleted, communications 
were bad, there was no system of banking and the tradi- 
tion of the country was to entrust every sort of tax to 
farmers of the revenue. Accordingly, farming was the 
most prominent of the features of tax collection of the 
early days. The permanent settlement is, in essence, 
really a system of farming of taxes. The excise 
revenues were farmed in some parts till quite recent 
years, and toll-gates are farmed at the present day. 
Meanwhile, the difficulties of communications and the 
absence of banking facilities gave special prominence 
to the treasury side of the work of taxation; and the 
Collector became the local head of the administration 
in all its branches. The settlement of the land revenue 
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streiigtlieiied him in this position, while furnishing 
him with a staff of subordinates; and as late as 1893 his 
multifarious duties were thus described by Sir W. W. 
Hunter in what was for many years a text-book for 
administrators : — 

As the name of Collector-Magistrate implies, his 
main functions are two-fold. He is a fiscal 
officer, charged with the collection of the 
revenue from the land and other sources; he 
also is a revenue and criminal judge, both of 
first instance and in appeal. But his title by 
no means exhausts his multifarious duties. 
He does in his smaller local sphere all that the 
Home Secretary superintends in England, and 
a great deal more; for he is the representative 
of a paternal and not of a constitutional Gov- 
ernment. Police, jails, education, munici- 
palities, roads, sanitation, dispensaries, the 
local taxation, and the Imperial revenues of 
his district, are to him matters of daily con- 
cern. He is expected to make himself ac- 
quainted with every phase of the social life of 
the natives, and with each natural aspect of 
the country. He should be a lawyer, an ac- 
countant, a surveyor, and a ready writer of 
State papers. He ought also to possess no 
mean knowledge of agriculture, political 
economy, and engineering.”* 

560 The developments from this position have of 
course varied in the different provinces. But roughly 
speaking, they may be divided into four chief phases — 

(1) Increase of specialisation by creation of new 

departments in the provinces. 

(2) Further specialisation and transfer of depart- 

ments to the direct control of the Imperial 

Government. 

(3) Severance of the connection of the district es- 

tablishments with local self-government. 

(4) Further changes due to the Reforms. 

561. As has been said, the developments varied 
largely between the different provinces. While in some 
specialisation in particular respects was effected years 

Sir W. W. Hunter : The Indian Empire, pages 513-514. 


The phases of 
the develop- 
ment. 


Specialisation 
in the 
provinces. 
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ago, in others it has still not been wholly carried out. 
In what follows, an attempt is made simply to trace the 
more general tendencies. The first department to be 
detached from the Collector’s direct control was the 
Salt department, which was in some provinces put 
under separate officers in the eighties of the last cen- 
tury. In some provinces, excise was partly or wholly 
separated soon after, and in one case, its staff was amal- 
gamated with that dealing with salt. The separation 
of the Customs followed on the reintroduction of the 
general tariff in 1894; and the cotton excise duties were, 
in some provinces, made over to the Customs Officers. 
Meanwhile, the increasing complexity of the land 
revenue system had involved changes in that case. The 
assessment of the land revenue had always been con- 
ducted by separate Settlement Officers; but the main- 
tenance of the survey and settlement records had been 
a duty of the district officer. This was transferred in 
great measure to separate officers known as Directors of 
Land Records. Registration also was, in some cases 
partly and in others wholly, removed from the Col- 
lector’s control. Thus at the end of this stage, he had 
been relieved in a very large measure, except in the case 
of the income-tax, of his functions as an assessing 
officer, though he retained, in all cases, those of collect- 
ing officer, which included in the great majority the en- 
forcement of coercive processes owing to the continuous 
tendency to make all arrears due to Government re- 
coverable as arrears of land revenue. 

Transfer of 
departments 
to the Gov- 
ernment of 
India. 


562. The process of relief of Provincial by 
Imperial departments is of more recent date, and has 
so far been entered upon in the case only of three. In 
the first place, the need of an increase in specialised 
knowledge in Customs led, in 1906, to the creation of an 
Imperial department to take over the Customs at the 
chief ports. It was the intention at the time this order 
was issued gradually to extend the arrangement to all 
customs ports; but this intention has not yet been car- 
ried into effect, and in respect of many of them the 
Local Governments continue to act as agents for the 
Imperial Government. In the case of the income-tax, 
the large increases in the rates introduced during the 
War had already made it evident that something more 
expert was required than the method of ' felicitous con- 
jecture ’ which had prevailed when the Collector was 



423 


responsible for the assessment of practically all the 
taxes. Since the Reforms, the matter has been 
thoroughly taken in hand and an expert department 
almost completely organised on scales of pay more or 
less parallel to those of the Imperial Customs. In the 
case of the Salt department, the position has been ano- 
malous. The Government of India have been in direct 
control over the sources in Northern India, the Provin- 
cial Governments over those in Bombay, Madras and 
Burma. The results, especially as evidenced by the 
differences in policy adopted in Madras and Bombay, 
have not been satisfactory. Legislation has now been 
passed under • which the whole department will be 
brought under central control. But it is not yet known 
on what basis it will be organised when this has been 
ejected. 

563 . The third phase in the development, which Retirement 
overlaps the other two, is that relating to the case of 
local self-government. The Collector, in almost all looai seif- 
cases, was originally the chairman of the district local 
board and in many cases he or one of the district officers 
was chairman of the local municipality. In addition, 
numerous officials were included as members of these 
bodies, and as a consequence, the services of the sub- 
ordinate officials were to a great measure utilised, gene- 
rally unofficially, in helping them to carry out their 
policy. The dissociation of the local official from local 
bodies had already commenced with the multiplication 
of such bodies away from the headquarters when the 
Decentralization Commission of 1909-10 recommended 
a great speeding up of the process. By the time the 
Reforms were introduced, there were many bodies in 
which the official element had been largely reduced, if 
not entirely abolished, and the introduction of them 
was followed in some provinces by the completion of 
this process. One result has been that the bodies have 
lost, in a majority of cases, a very substantial amount 
of help which they received unofficially from the officials 
connected with "them and from their subordinates. 
Non-official chairmen, sometimes quite inexperienced, 
have been faced with the task of assessing and collect- 
ing taxes with the aid of staffs which were not really 
equal to the work when deprived of the official support 
to which they had been accustomed. In many cases a 
breakdown of the tax administration hns been the 
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result. This change, which involved a practical, if not 
a nominal, withdrawal of official control and assist- 
ance, has found supporters from two opposite points of 
view. On the one hand, it is urged that it is the right 
and title of a self-governing body to be master in its 
own house and to have the complete control of its 
servants in its own hands; on the other, that 
when a local body imposes taxes, it should be 
made to collect them in order that the people 
may realise that it is responsible for them, and 
fiirtlier that, if it is to be really self-governing, it 
must learn one of the first lessons of self-government, 
that is, administration. In the view of the Commit- 
tee, these two contentions are both equally erroneous 
and ignore the fundamental difference between policy 
and administration. It is the function of the elective 
bodies to lay down the policy and to determine the rates 
of taxes. It is certainly desirable that steps should be 
taken to make it known to the tax-payers, where it is 
not so known, that the rates they are paying are fixed 
by the body responsible; but when that has been done, 
the assessment and the collection of rates are a matter 
for the executive and for the executive alone. To 
quote another American authority: “The greatest 
need of the tax system was a set of officers not depend- 
ent for the retention of their offices upon the favour of 
the people whom they assess.”* In France, in the 
socialist municipality of Marseilles, the collection of 
the taxes is directed and the subordinate staff appoint- 
ed by an officer who holds his warrant of appointment 
from Paris. 

ciianges due 564. The chauges due to the Reforms have in a 

Eeform« great measure been touched upon already. They are 
responsible in part for the taking of the income-tax 
and salt establishments under direct Imperial control. 
Other sets of taxing establishments which come under 
the same control are those collecting port dues under 
the Indian Ports Act and harbour dues at the major 
ports. Another result has been the creation of sepa- 
rate Excise staffs where these had been amalgamated 
with those dealing with salt. Another effect that may 
be mentioned is the considerable agitation which has 
arisen in favour of separating all establishments which 

* Article by Thomas S. Adams quoted in Bi^ock’s “Selected Read- 
ings in Public Finance”, page 411. 
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are controlled by Ministers from tlie rest, in pursuance 
of the idea that the authority of a Minister involves 
control of individuals under the departments v^hioh he 
administers. It is not the function of the Committee 
to enter into considerations which are appropriate 
rather to a Public Services Commission; but it may not 
be out of place to repeat a quotation from Sir George 
Cornewall Lewis which appears in BagehoPs English 
Constitution; It is not the business of a Cabinet 
Minister to work his department. His business is to 
see that it is properly worked.’’ To quote Professor 
Ramsay Muir again : “It appears, then, that a great 
change has passed over the government of England 
during the last century, and especially during the last 
forty years The change is commonly describ- 

ed as a change from aristocracy to democracy, but that 
is only half the truth. It would be more accurately 
described as a change from government by amateurs of 
a ruling caste to government by experts under the criti- 
cism and the ultimate control of popular representa- 
tives. Provided that the experts are welk selected for 
their work, and provided that the criticism and con- 
trol are efficiently exercised, this is probably the best 
form of government that could be devised.”’^ 

565. It will be convenient to close this review of the Existing 
developments by stating briefly what are the taxation 
staffs employed under the Imperial, Provincial and 
local governing bodies, respectively, and what taxes are 
administered by each. 

566. The chief Imperial taxes are customs, income- imperial 
tax, salt, and the excise duties on cotton goods and departments, 
petroleum. The customs at the chief ports are adminis- 
tered by the Imperial Customs department, those in 

the outports and on the land frontiers in Madras by the 
Customs department, in Bombay by the Salt depart- 
ment, in Bengal and Burma in some cases by officers of 
the Royal Indian Marine and in others by officers of the 
Local Government, and in Bihar and Orissa, by officers 
of the Local Government. In the case of the income 
tax, a scheme for the imperialisation of the department 
has been worked out and almost completely put into 
force. In some provinces, the Salt department is 
directly under the Government of India. The arrange- 

* Ramsay Muir : Peers and Bureaucrats, pages 27-28. 



426 


Pro-vinoi^ 

departments 


Local 

taxation. 


ments in the other provinces are provincial, but will 
shortly be imperialised. The cotton excise duty till its 
suspension was collected in Bombay by the Collector of 
Bombay, and elsewhere generally by Customs officers. 
The duty on petroleum is collected in Eangoon by Cus- 
toms officers, in the Punjab by officers of the Local Gov- 
ernment. All the taxes are under the control of the 
Central Board of Revenue. 

567. The chief Provincial taxes are the land 
revenue, the restrictive excises, the taxes on transac- 
tions, including taxes on entertainments and betting, 
and the fees, including court-fees and fees for registra- 
tion. Land revenue is assessed by settlement officers 
and collected by the Collectors. In the case of excises 
on intoxicants, there is in most places an expert staff to 
deal with distilleries and a separate preventive staff, 
while the disposal of licenses and collection of the 
revenue is in the Collector’s hands. Taxes on trans- 
actions are entirely in the Collector’s hands, and court- 
fees are collected partly by him, but mainly by the 
courts. In the case of registration fees, there is a 
separate department in some cases, while in others it is 
amalgamated with the land records. 

568 The chief of the local taxes are octroi and ter- 
minal taxes, the tax on markets, the house and property 
tax, the profession tax, the tax on circumstances and 
property, tolls and license fees. Tolls, markets and 
slaughter-houses are commonly farmed. The octroi is 
collected by municipal staffs, among whom corruption 
is generally acknowledged to be common. The house 
and property tax is assessed, sometimes by Government 
officers lent for the purpose, in a few cases by expert 
assessors, and in others by assessment committees ap- 
pointed by the local bodies. The profession tax, where 
it exists, and the tax on circumstances and property are 
assessed generally by various classes of municipal sub- 
ordinates, with an appeal to a committee of the local 
body. In some cases these taxes also are assessed by 
local committees. Illustrations of the unsatisfactory 
manner in which these taxes are administered have been 
given in the chapter on Local Taxation. License fees 
are assessed by municipal subordinates. With the ex- 
ception of the cesses, which are assessed and collected 
by the revenue establishment, there has been in many 
cases a deplorable falling off both in the collection and 



427 


assessment of local taxes, and numerous instances have 
been given of failure to pay even by the members of the 
local bodies themselves. 

569. It has been seen that the chief lessons to be The general’ 
learnt from other countries in respect of tax adminis- 
tration are dissociation from polities and the employ- 
ment of experts, and that these involve centralisation 

and combination of establishments with cognate duties. 

A review of the developments in India has shown that 
the Collector, who was formerly responsible for a num- 
ber of the taxes, has now been relieved in a great mea- 
sure of his assessment functions, while, owing to the 
absence of banking facilities, he continues responsible 
for the collection and remittance of the revenue. Mean- 
while, the increase of specialisation and separation of 
Imperial from Provincial functions has led to a multi- 
plication of departments, while in the case of local 
bodies, there has been a transfer of power to elected re- 
presentatives, and a function of administration which 
is not rightly theirs and which they are not equipped 
fully to perform has been thrown upon them. 

570. It remains to suggest a scheme that will apply Proposais-r j 
the lessons that have been learnt to remedying the dS)aSeiit$.' 
defects that exist and will be appropriate to the scheme 

of division of taxes which has been suggested. In the 
case of the Imperial departments, the organisation of 
the Imperial Customs staff is satisfactory, as is that of 
the Income-tax staff so far as it has gone. The difficul- 
ties that are likely to arise in these two cases are those 
natural to the expanding of such departments over _ a 
continent. It will not be possible always to retain 
officers in the provinces with which they are acquainted, 
and an officer going to a province of which he does not 
know either the language or the customs is likely to get 
into difficulties with regard to caste and other questions. 

There are also considerable difficulties connected with 
the isolated officers in outlying places, especially where 
it is impossible to dispense with an officer, though the 
return in revenue is hardly equal to the cost m salaries 
and travelling allowance both of the officer himself and 
of those who inspect him. In both these respects, it 
seems to be desirable that the Imperial department 
should retain a measure of touch with the local district 
officers, who will often be in a position to render them 
assistance. 
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In the case of the Salt department, the first problem 
that presents itself is to decide upon a uniform policy, 
after which it will be necessary to amalgamate the 
departments and to induce a number of men who have 
been brought up in different traditions to adopt a single 
one. The solution that suggests itself is a certain mea- 
sure of interchange of officers. Another difficulty that 
arises in this case is due to the fact that the salt manu- 
facturing season is generally a limited one, and 
throughout the monsoon period there is no work for a 
large part of the staff. The possibility that suggests 
itself is a partial amalgamation with the customs staff, 
both in outports and generally in preventive work. It 
has been pointed out that smuggling is very largely on 
the increase, especially on the land frontiers, and it 
might well be of considerable benefit, during the off- 
season for salt, to be able to call upon that department 
to strengthen the staff in particular places or to supply 
a flying squad to deal with special cases. 

In view of the suspension of the Cotton Duties Act, 
it does not appear to be desirable to make any changes 
in respect of the staff connected with that duty, and the 
staff connected with the duty on petroleum in the Pun- 
jab is a matter of minor importance. 

571. While in the case of the Imperial departments 
what has been reviewed is a condition of growth, in the 
case of the provincial staffs there is found to be a pro- 
cess of disintegration. The Collector has been reliev- 
ed of a great part of his powers. The Excise depart- 
ments, where they have been separated from the Salt, 
have been weakened by the severance, and the adminis- 
tration of local taxes has to a large extent broken down, 
in a great measure as a result of the severance of the 
district officers from the local bodies. The remedy in 
all tliese cases, as well as in the matter of the isolation 
of Imperial departments, seems to be to restore the 
authority of the Collector, but in a capacity quite dif- 
ferent from that in which he exercised it in the old 
days. This is a proposition that may be viewed with 
apprehension in some quarters under the impression 
that what is proposed is to convert the Collector again 
into a dictator of policy. That is in present conditions 
no more possible than it is desirable. The direction of 
policy has passed into other hands; but there is need 
now more than ever before for a competent head of the 
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executive to see that the policy laid down is carried into 
effect. There would be nothing alien in such action to 
the principles of democracy. On the contrary it is in 
accordance with the principles in force in the most 
advanced democracies of the world. To quote Profes- 
sor Ramsay Muir again, ” It is no exaggeration to say 
that, so far as concerns the carrying on of daily ad- 
ministration and the enforcement of existing laws, 
which is nine-tenths of the business of government, this 
country is governed by a pure bureaucracy, which is 
tempered only by the fact that each group of bureau- 
crats has to convince a distracted and ill-informed poli- 
tician, seldom interested in any subject that is not a 
matter of party warfare; and has also to satisfy the 
lively but quite haphazard and spasmodic curiosity of 
the House of Commons.’’* Even a closer parallel is 
found in the case of France^ where the Prefet, who is 
independent of the Government for the time being, is 
the local head of the administration. Some members 
of the Committee, however, would not advocate action 
on these lines until the relief of the Collector of his 
magisterial functions has been completed. 

572. To come now to the taxation functions which 
it is expected that, under the revised constitution, such of^he°^ 
an officer should perform. In the case of the Imperial JjJefthe 
departments, he should be a liaison officer, that is to 
say, the officers operating in his jurisdiction should 
keep in touch with him; he should help them with his 
local influence ; and should advise them on matters re- 
quiring local knowledge; at the same time he should 
heep them advised of matters relating to their depart- 
ments that came to his knowledge through representa- 
tions of the villagers or otherwise; and should secure 
their help in such matters as, for instance, the assess- 
ment of local taxes on income with reference to income- 
tax records. 

In the case of the Provincial departments, it is de- 
sirable that he should be restored, so far as specialisa- 
tion admits, to the old position of district local head, 
which he occupied before. Specialisation and the in- 
crease of his other functions have resulted in his being 
relieved of it in some provinces in the case, for instance, 
of excise. The problem that has to be solved in this 

* Kamsay Muir : Peers and Bureancrais, page 14. 
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case is not one of revenue alone, but has other aspects 
relating to national well-being with which it is essen- 
tial that the head of the district should keep in touch. 
Meanwhile in the cases where the department has been 
weakened by severance from the Salt department, his 
interest will restore to it a measure of prestige. In 
the case of registration, the possibility of making one 
set of registers relating to land serve both as a record 
of rights and as a record of transactions is prominent 
in more than one province, and the persons who would 
be able to give most assistance in dealing with such 
questions are the Collectors of the districts who are in 
charge of the land revenue. The Committee have re- 
ferred elsewhere to the loss of revenue on stamps, in 
which case the Collector is the adjudicating officer, and 
he should, if an audit of receipts is instituted, be the 
officer in local control of that. It is also desirable that 
he should be in touch with the offices mainly responsible 
for the assessment of stamp duties. Again, if the pro- 
bate duties are extended, it has been proposed that the 
Tahsildars should be probate registrars, and the func- 
tion of controlling them would lie upon the Collector. 
In short, while the Committee have no specific amalga- 
mations to propose, they would recommend and empha- 
size that the Collector should be the controlling author- 
ity in his district in all matters of provincial taxation. 

573. Similar remarks apply to the case of local tax- 
ation. The Committee would emphasize their view 
that it is not the appropriate function of members of 
popularly elected bodies themselves to carry out the exe- 
cutive functions of collectors of taxes, or even to con- 
trol their administration by the salaried staff. They 
do not suggest any radical and immediate alteration of 
the present state of affairs. What they would do is to 
build up on the present foundations, and to this end 
they have already made several recommendations. The 
cases of municipalities and district boards are not quite 
parallel. In the former it seems to them desirable that, 
wherever the local body can afford it, it should have an 
executive officer who should have independent control 
of the tax-collecting staff in the same way as the Com- 
missioners of the large corporations have. It would 
make for better and more consistent administration if 
these officers were selected, in the majority of cases, 
from the ranks of Government departments and lent 



431 


for the purpose. In order to preserve the prerogative 
of the local bodies in respect of the appointments, there 
might be adopted the plan of submission of a roster of 
names from which the Government would make a selec- 
tion. A similar plan might well be applied in the 
larger towns to the appointment of the subordinate 
officers responsible for the collection of the house tax 
and profession taxes. In addition, in the case of the 
house tax, it would be useful to arrange for the period- 
ical revision of the assessments by the loan of suitable 
officers who would, in course of time, become expert in 
this work. In the case of the profession tax, the 
assistance of the Income-tax department might be 
secured in fixing the sums due by the persons who are 
liable to income-tax, and the collection of these 
amounts, together with assessment and collection of the 
amounts due from other assessees, should be carried 
out by the municipal staff above referred to. In the 
case of local boards it is much more difficult, owing to 
the areas over which they operate, to make any similar 
provision for a self-contained staff, and it would be 
more appropriate for the Revenue department to under- 
take the work through its ordinary staff, which might 
be increased, if necessary, on receipt of a small com- 
mission for doing so. In the matter of appeals against 
the assessment of all local taxes, it is desirable that 
arrangements should be made for hearing by an official, 
preferably the Collector or an experienced officer desig- 
nated by him or by a court, following the practice 
already adopted in some of the largest towns. 

574. To sum up : the pivot of the tax administra- Summary, 
tion in the case of the Imperial taxes should be the Cen- 
tral Board of Revenue, directing separate but co-ordin- 
ated staffs to deal with the income-tax, customs and 
salt. In the case of Provincial taxes, there is no simi- 
lar central head, but the Collector should be the district 
head of the staffs responsible for land revenue, excise, 
registration, taxes on transactions and fees. The 
pivot of the administration in the case of local bodies 
should be the executive officer, who might be a lent 
officer of the district staff, and who should be in touch, 
in the administration of the taxes, with certain Provin- 
cial and Imperial officers. 

Pinally, the Collector should act as a liaison officer 
between the Imperial and Provincial and between the 



Provincial and Local departments, and lie or one of his 
assistants should also be the appellate authority in all 
cases of appeals against assessments to local taxes, 
except where provision is made for appeal to a court. 
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Memorandum hy Sir Bijay Chand Mahtah, G.C 
K.C.S.l., MaharajadJiiraja Bahadur of 

Burld%van, and Dr. L. K. Hyder, M.L.A. 

While accepting full responsibility for the recom- 
mendations in the report, to which we have appended 
our signatures, we deem it our duty to define in this 
explanatory note our attitude in regard to the results 
of our enquiry. This matter has been all along upper- 
most in our minds, but we could not have appropriately 
referred to it in the body of the report. It can be 
stated in a few words. 


Taxation provides the means for the attainment, 
through the agency of their Government, of any ends 
which the people of a country may choose to place 
before themselves. These ends will depend upon the 
outlook of a people, their aspirations for a higher and 
better life, the growth and quickening of the public 
conscience and, last but not least, upon the measure of 
political liberty enjoyed by them. Whatever the stage 
of cultural and political development of a people may 
be, it is for them and their representatives in the Legis- 
lature to pronounce upon the goodness or badness of 
those ends, and, again, it is for the people and their 
representatives to determine in each and every case, 
whether, granting the desirability of a given end or 
ends, the revenue which has to be made available, is in 
their opinion sufficient in amount. Thus both the 
direction of expenditure and the adequacy of the 
amount have to be determined by the people’s repre- 
sentatives. 


To remove all manner of misunderstanding, we 
desire to make it perfectly clear that given certain ends, 
our task has merely been to inquire how the revenue for 
the attainment of those ends may be raised with the 
least amount of hardship and the least waste; to indi- 
cate, in other words, the suitability of the possible 
sources of revenue rather than to consider either the 
desirability of those ends or the determination of the 
amount of revenue necessary for their realisation. 





These are questions for the people themselves and 
their representatives to consider and to determine — ^not 
for us, as members of a Committee, which must concern 
itself with the technical aspects of these questions. 
That being clearly understood, we have agreed to sign 
the report. 

B. C. MAHTAB. 

L. K. HYDEB. 
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Memorandum by Dr, R. P, Paranj'pye. 

Like my colleagues I fully accept responsibility for 
the recommendations made in the report of the Com- 
mittee subject to reservations which are embodied in 
the text on certain isolated questions, but I feel it 
incumbent upon me to add, first, that I can only contem- 
plate full effect being given without difficulty to these 
recommendations under conditions of full political 
responsibility, and second, that, given the conditions 
which I desire to see attained, it will be not only practi- 
cable but desirable to advance considerably further in 
certain directions than the stages adumbrated in the 
Committee’s report. I propose to develop these twa 
points briefly in the following note. 

I do not share the opinion, so often expressed, that 
taxation is bad in itself. Taxation in the first place 
affords a potent means of at least partially remedying 
inequalities in the distribution of wealth. Secondly, 
even in the case of the poorest classes an appreciable 
part of their earnings is spent in wasteful, unnecessary 
or even harmful ways, and it is desirable, if possible,, 
that the State should abstract part of the amount so 
spent and expend it for the real benefit of these very 
people. Tor these among other reasons, taxation in 
conjunction with proper expenditure may be positively 
beneficial instead of being an evil. 

It was a necessary limitation of the Committee’s 
terms of reference that they should deal only with ques- 
tions of taxation. To have also referred to them the 
question of the expenditure of the sums collected would 
have involved their ranging over the whole administra- 
tion of India, Imperial, Provincial and Local, but it is 
a necessary corollary, in my view, that the conclusions 
of the Committee will be of use only after a decision has 
been reached on other and independent considerations 
as to the advisability of incurring a certain amount and 
kind of expenditure. It would be an improper use of 
the work of the Committee to impose any particular 
new tax or to enhance an existing one, simply because 
the result of the enquiries shows that it is practicable 



to do so, without considering the persons by whom, the 
manner in which and the purposes for which the money 
is to be spent. 

In considering this latter point I desire to emphasise 
the fact that, in my opinion. Governments generally, 
and irresponsible and partially responsible Govern- 
ments in purticular, are apt to pay less regard to eco- 
nomy when their coffers are full, and that there should 
be no addition to the revenues of the country for pur- 
poses of expenditure on new objects unless those objects 
have first been approved by the representatives of the 
people. On the other hand, where a Government that 
is fully responsible exists, there are many schemes sug- 
gested by new ideas of the duties of Governments for 
which funds may legitimately be provided. Among 
these I would include the utilisation of the national 
resources of the country by irrigation or hydro-electric 
schemes, the provision of aaequate educational facilities 
for all, the maintenance of proper communications, the 
enforcement of proper measures for the benefit of public 
health and medical relief, the institution of old-age 
pensions, relief and housing of the poor and unemploy- 
ment benefits, the promotion of scientific research, the 
encouragement and patronage of art. All these are 
coming to be considered even in India as included 
among the duties of Government. Nor do I anticipate 
that the promotion of industries will always necessarily 
proceed on the present capitalistic basis. It may well 
be conceived that the State may take a larger direct part 
in their promotion after taking a larger toll from the 
richer classes. 

It follows from what I have stated above that, 
under such a system of government and for such pur- 
poses as I contemplate, I anticipate far more radical 
changes in the future than it has been possible under 
the terms of reference for my colleagues to forecast. 
For instance, I do not consider it possible to delay 
indefinitely the consideration of the vested interests 
created by the permanent settlement of Bengal and the 
consequent exemption of considerable incomes from 
taxation. Again I anticipate that a Government 
amenable to the people’s wishes would be ready to 
undertake measures that impinge upon the social or 
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religious customs of tine people which are impossible to 
the present Government. Examples of such measures 
are the compulsory registration of marriages and the 
increased taxation of the transaction of adoption. I 
would even contemplate a radical alteration of the law 
of inheritance rendering it possible, not only to impose 
a check on the minute fractionisation of land, but also 
to levy something in the nature of a succession duty. 
Apart from that, provided satisfactory conditions 
obtain in the matter of India’s political and financial 
autonomy, it seems to me that the probate duties that 
have been recommended by the Committee are capable 
of a much wider scope than has been recommended. It 
is obvious of course that they cannot be pitched at once 
at the level in force in Western countries, and that 
small beginnings have to be made, and from this point 
of view I have agreed to the proposals of my collea- 
gues, but I must record my opinion that in a few years 
these proposals will have to be extended much further, 
and I consider that this can be done without any real 
difficulty. 


The last respect in which I desire an advance to be 
made on the proposals of my colleagues has to do with 
the imposition of taxation, through the income-tax and 
through probate duties, on incomes earned in India and 
taken out of the country or on incomes earned outside 
India by persons resident in India. When India 
attains a normal position vis-a-vis other countries in 
respect of its political and financial autonomy and of 
economic conditions, I may be prepared to accept such 
practices in these matters as obtain between the British 
Government and the Colonies, but under present con- 
ditions I think that India should take a line of its own. 
For this reason I have differed from my colleagues in 
recommending that all incomes made abroad by resi- 
dents in India should be liable to Indian income-tax 
and that thB whole of the estates of persons resident in 
India who die in this country should be liable to the 
probate duty. Lastly, I would recommend that leave 
salaries earned in India should be liable to Indian 
income-tax subject to the usual provisions for relief 
from double taxation. If it is contended that, in the 
case of officials, the exemption from this tax is one of 
the conditions of their employment, then I would urge 
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that the proper course is to pay the officers in question 
whatever emoluments are considered necessary, but 
subject to the same burdens as any other citizen, in 
preierence to giving a part of the emoluments in the 
shape of remission of taxation. The contention, how- 
ever, is not in my opinion correct as the salaries were 
fixed before the income-tax and the orders of the 
Government of India in this matter came long after- 
wards. 

R. P. PAPANJPYE. 
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Memorandum hy the Hon'Me Sardar Jogendra Singh, 

I much regret that, owing to the elections for the 
Council of State, I was prevented from taking part in 
the discussions during the final stages leading up to the 
report . I may mention that I agree with my colleagues 
in the main as to their recommendations, aiming at a 
better distribution of the tax burden and bringing it 
within the modern canons of taxation. I am con- 
strained to write a supplementary note indicating the 
conditions which, in my opinion, must precede any 
shifting of the burden. I strongly hold that our re- 
commendations regarding taxation must be taken or 
left as a whole. I do not approve of the grafting of a 
new and democratic system of taxation on to the old 
system without modifying it. 

I regard taxation as a vital matter, and I feel that 
taxation when viciously distributed does not promote 
the common weal. I hold that whenever we come to 
consider any principle of taxation in terms of actuality, 

‘ ' we must take into consideration the community as it 
exists in fact with its knowledge and its ignorance, its 
beliefs, its deeper and shallower ruts and grooves of 
daily thought and action, its conscious past and its sub- 
conscious present ’h I should like to say that I feel 
even more strongly than my colleagues the inadequacy 
of the time given for such an all-embracing enquiry; 
particularly, definite conclusions were rendered impos- 
sible by the dropping of the enquiry into the economic 
conditions, which I regard as an essential before any 
radical changes of the system can be decided upon. 
The Committee had to rely in making its recommenda- 
tions upon grounds of theory and matters of common 
knowledge. In so far as they are not based upon ascer- 
tained facts, these recommendations can only be regard- 
ed as a starting point for further enquiry. 

Taxation is the measure of the wisdom of a State : 
it registers with unfailing accuracy whether a State is 
aware of its dharma^ and secures the devotion and 
loyalty of its people by rendering services, or by impos- 
ing unacceptable burdens, loses their loyalty and devo- 
tion. The king shall fix said Manu long centuries 
^go,.y duties in his realm in such a manner that both 
he himself and the man that who does the work receive 



their due reward. As the bees take their food little 
by little, even so must the king draw from his realm 
moderate annual taxes. As the sun draws water in Ms 
rays, so let him draw his taxes from his kingdom.’" I 
have cited from Manu that in India indirect taxes were 
regarded as the best source of raising revenue. I hold 
that still indirect taxes can be a very good source of 
raising revenue. In countries where scientific inven- 
tion combined with organisation of capital has accele- 
rated production, higher standards of taxation have 
been brought into play. In India, where the primitive 
plough and the handloom are still holding the held, old 
standards must slowly change with the pace of indus- 
trial progress. Speaking as a layman, I can say with- 
out hesitation that millions of men in India regard all 
payments to the State as a tax. Our need is to estab- 
lish a standard of justice in taxation and realise this 
justice, to see that incomes below subsistence level of 
all classes are free from taxation and that the tax bur- 
den falls on clearly determined surplus. 

India is mainly an agricultural country. There are 
085,222 villages and only 2,313 towns. The bulk of 
our population is rural, while in England 79 per cent 
of the population is urban. If we divide the popula- 
tion into two large classes, the urban and the rural, we 
find that the urban classes are subject to one direct tax, 
the income-tax, with an exemption limit of Rs. 2,000. 
The rural classes are subject to the land tax, VT^hich 
permits no exemption even to the owner of half an acre. 
The burden on land is comparatively heavy, and it is 
desirable that it should be more evenly distributed. 

The two important direct taxes are the land tax and 
the income-tax. I hold that land revenue is a tax on 
agricultural incomes and that the people enjoy full 
rights of property in land, and I feel that the matter 
should be taken to its logical issue and land tax fused 
with the income-tax. If the burden is to be equally 
distributed between the various classes of our popula- 
tion, the land tax must come under the Income-tax Act. 

I recognise that fusion will take time. In the mean- 
Avhile, a beginning might be made by gradually exempt- 
ing uneconomic holdings from the land tax and subject- 
ing them to local cesses, and at the same time fixing a 
fair proportion that land tax, water-rates and cesses 
combined should bear to incomes from agriculture. 
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Tlie other pla^n will be to follow the lead, of some of the 
"Western countries and treat the land tax as a cess for 
local purposes only, and reduce it to the level of inci- 
dence in some of the W^estern countries. This would 
mean gradual reduction of the land tax and subjecting 
incomes from land above a specified margin to income- 
tax, graduated and progressive. Provincial Govern- 
ments may be asked to examine these two proposals and 
to lay down clear rules for determining the income of 
the agriculturists, and the method of calculating costs 
of production and food allowance for the family of the 
producer. 

In considering the burden on land there are two 
important items which should be considered, the water- 
rates and the local cesses. As regards cesses, I feel 
the best possible arrangement will be to treat the land 
tax as a cess . I am in agreement regarding the imposi- 
tion of the cess for local purposes as recommended by 
my colleagues. Regarding the water-rate, however, I 
hold that irrigation is one of the essential services the 
State must perform at the least possible cost, and the 
charge for water should bear a definite ratio to the other 
costs of production. I do not approve of periodical 
revision of water-rate. This will be a new departure 
which will not be accepted, while the State will be 
always receiving increasing revenue from land as a 
direct benefit from irrigation. 

I wish to make it clear that, in a new balanced 
system of taxation, when the land tax has been brought 
within the modern canons of taxation, it will be neces- 
sary to impose inheritance and other taxes, graduated 
and progressive, to raise more revenue. I wish to 
declare most emphatically that, without the necessary 
lightening of the burden on land, I am opposed to the 
introduction of inheritance taxes or the general exten- 
sion of probate duties. 

Regarding taxes on agricultural incomes, the ques- 
tion will not arise if my recommendation regarding the 
fusion of the land tax into the income-tax is accepted. 

I hold then that, in considering new taxes, the prin- 
ciple of minimum aggregate sacrifice, combined with 
a clear definition of a border line below which taxation 
would be a bad business, and graduating the tax as the 
base increases above the border line, is the best way of 
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taxing the ability of the people. It must be recognised 
that the land tax is indefensible upon the meagre income 
of the poor people, upon which it imposes a far heavier 
burden than is usually recognised. In Bengal only 2i 
acres go to a worker, while in England a worker has 
21 acres. The pressure of population in New Zealand 
and the United States of America is 11 and 11*6 per 
square mile, and in East Bengal it is as high as 1,000 
to a square mile. It is this population and its meagre 
resources with which we are dealing and the endeavour 
should be that there should be equity for all classes and 
equality of the burden. The principle of taxation 
should apply without any variation to the non-agricul- 
tural and agricultural population, bearing in mind that 
net income is the sole and immediate source of a tax,, 
whether it is derived from land or from trade or from 
the manufacture of raw materials. 


JOGENBRA SINGH. 
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SUMMARY OF THE COMMITTEE’S 
CONCLUSIONS* 

The following is a summary of the more important 
of the conclusions arrived at by the Committee : — 

THE SCOPE OF THE PROBLEM— 

(1) The sources of the revenue of a State have been 
classified by modern writers on the following lines : — 
(< 2 ) State domains and tributes, (b) Fines and penalties, 
(c) Business undertakings and monopolies, (d) Fees, (e) 
Taxes (IT 10). 

(2) In order to determine which items of revenue 

fail within the scope of their enquiry, the Committee 
have adopted the following definition of taxation as a 
working basis : Taxes are compulsory contributions 

made by the members of a community to the governing 
body of the same towards the common expenditure, 
without any guarantee of a definite measured service in 
return ” (IT 11). 

(3) The Committee do not consider revenues from 
State domains, from fisheries and mines or forests. 
The land revenue has some of the characteristics of a 
rent as well as of a tax, but they have been specifically 
instructed to enquire into its incidence and they there- 
fore include it (f 12 to 15). 

(4) Fines and penalties are of two kinds : — 

(i) those imposed in connection with regulation of 
revenue, which the Committee treat as 
taxes ; 

(ii) those imposed primarily for purposes of 
restraint, which they do not (IT 16). 

(5) There is no agreement among economists as to 
the classification of revenue from State undertakings. 
In determining the element of taxation in the net profits 
from railways, posts and telegraphs and opium, profits 
on coinage, irrigation receipts, and receipts from enter- 
prises of local authorities, the Committee have been 
largely guided by practical considerations (IT 17 to 23). 

*Tjbis summary was prepared after the Committee had dispersed. 
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(G) As regards fees, where the utilisation of services 
is rendered compulsory by legislation, there is an ele- 
ment of taxation, but the element of payment for 
services still prevails. When the fees exceed the value 
oi the services, there is true taxation (IF 24). 

CAPITATION AND APPORTIONED TAXES— 

(7) Poll taxes are open to the obvious objection that 
they are regressive in character ; they are far more com- 
mon than is generally supposed in Europe, in America, 
in the British Empire and in Eastern countries; but 
they have ceased to be important sources of revenue in 
the more advanced States (IF 31) . 

(8) The principal taxes of this nature that now sur- 
vive in India are confined to Burma (IT 36) . 

{i) The thathameda of Upper 'Burma is theoreti- 
cally not a poll tax, but in many parts 
operates as one (IF 39) . 

{li) The capitation tax of Lower Burma, being^ a 
poll tax at a flat rate, operates with less dis- 
crimination than the thathameda^ and has 
never lost the stigma which attached to it 
when it was imposed by the Burmese Kings 
as a tax on conquered races (IF 40). 

(9) The grant of the option to local bodies under the 
Burma Rural Self-Grovernment Act of 1921 of convert- 
ing these taxes into a circumstances and property tax 
is an appropriate way of providing for their extinction. 
The Committee recommend that the process of conver- 
sion should be expedited (IF 39 and 40). 

(10) The proposed tax on sea passengers, which 
seems likely to operate as a tax on transport and to 
impose a check on the flow of labour from province to 
province, is regarded as a developmient in the wrong 
direction (If 41). 

(11) The endeavours made to replace the arrange- 
ments under vdiich the villagers tax themselves for 
watch and ward have led to confusion and inequality 
(IF 43). 

(12) The chowJcidari and other taxes still levied in 
certain provinces for this purpose are theoretically un- 
objectionable, but are complained of in practice. " The 
conversion of these also into sources of local taxation. 
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subject to proper control, is recommended as a desirable 
development (IT 46 and 47). 

THE LAND REVENUE— 

Part I — Revenue from agricultural land — 

(13) From a survey of the systems of land taxation 
in other countries it urould appear that the tendencies 
of modern development are as follovsrs : — 

(i) The flat rate of tax on annual or capital value 
is kept comparatively low^. 

(it) Incomes from and property in land are treat- 
ed for purposes of income-tax and death 
duties on exactly the same footing as other 
incomes and property. 

(in) Where an increasing share has been taken of 
the return from land, it has generally been 
taken for local purposes (IT 51). 

(14) The Indian systems are the result of a gradual 
process of evolution from indigenous practices and they 
have been moulded into their present shape by British 
officers quite independently of one another to suit local 
circumstances in different provinces (IF 52). 

(15) Except in British Baluchistan, the land revenue 
has ceased to represent a portion of the gross produce. 
In the United Provinces, the Punjab and the Central 
Provinces the Government demand is theoretically 
based on economic rent, but actually takes many other 
factors into consideration. In the case of Madras and 
Burma the assessment is theoretically based on the net 
produce, while in Bombay the rate of assessment is 
arrived at empirically with reference to general eco- 
nomic considerations, and in practice is based rather 
on the actual rents paid than on any theoretical calcula- 
tions of the net produce (IT 77). 

(16) The Committee are divided in opinion as to 
whether or not the land revenue should be regarded as 
a tax on the individual who pays it, but they are 
agreed that, since it forms a deduction from the 
national dividend, it should he taken into consideration 
in dealing with the question of the incidence of taxation 
on the country as a whole (IT 84). 
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(17) Application of the canons of taxation to the 
land revenue. 

(i) Certainty . — This canon is satisfied (IT 86). 

Convenience . — Convenience has in some res- 
pects been sacrificed to certainty. 

The inelasticity of the systems drives a number of 
people to the money-lender during bad 
seasons. 

The system of making settlements that last for a 
generation may necessitate a change in the 
standard of living when the period comes 
to a close. 

When the process of settlement continues for years 
and involves meticulous enquiry by a large 
staff, the inconvenience and expense to the 
ryots concerned is very considerable ("IT 87). 

{m) Economy . — The application of this canon can- 
not be decided on considerations relating to 
the land revenue alone. If the assessment 
and collection of the land revenue were the 
only matter in issue, it would be practicable 
to devise a scheme under which the present 
revenue could be collected at a much smaller 
cost. The justification of the high cost of 
the settlement and collector ate establish- 
ments must be looked for in directions that 
are outside the scope of the Committee's 
terms of reference (IF 88). 

A hility . — Land revenue is essentially a tax on 
things and not on persons and as such it is 
not a tax to which the doctrine of progres- 
sion can be applied. The Committee there- 
fore confine their attention to the question 
of the burden of the land revenue on the 
land, in other words, the proportion which 
the G-overnment demand bears to the econo- 
mic rental or net profits in the different 
provinces. Even in this respect they are 
unable to discover any acceptable basis of 
comparison and are forced to the conclusion 
that the uncertainty as to both the basis of 
the assessment and the rate is one of the 
chief respects in which the systems are open 
to criticism (IF 89 to 95). 
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(18) The results flowing from the fact that land re^ 
venue viewed as a scheme of taxation is not only not, 
progressive, but actually tends in the opposite direc- 
tion, are aggravated by the conspicuous absence of pro- 
yision for an income-tax on agricultural incomes or a’ 
death duty, which serve in the more advanced Euro- 
pean counties and Japan to introduce an element of 
progression into the taxation of the land (IF 96). 

(19) Of the alternatives suggested, the proposals 
for the redemption of the land revenue either in part 
or in whole, or for the substitution for it of a tax on 
produce are impracticable for reasons given. The 
adoption of a tax on capital value on Australian 
lines is less so, but would involve changes of a mor& 
radical nature than is necessary (IF 98 to 101). 

(20) The essentials of a new scheme of temporary 
settlements are that it should be definite as regards both 
the basis and the pitch of assessment ; that it should be 
as simple and cheap as possible ; that it should so far as 
possible ease or steady the burden on the smallest culti- 
vator ; and finally that it should, in common with the rest 
of the system of taxation, involve some element of pro- 
gression in the case of the larger owners (IF 102). 

(21) The Committee recommend that these essen- 
tials should be secured by providing that for the future 
the basis of the settlement should be annual value, 

the gross produce less cost of production, including the 
value of the labour actually expended by the farmer and 
his family on the holding, and the return for enter- 
prise. The functions of the settlement officer should 
be limited to the ascertainment of this value on a uni- 
form basis. A uniform rate fixed for a whole province 
should then be applied to these valuations as they were 
made on districts falling in for resettlement (IF 103 and 
105). 

(22) In the case of controlled rents, where the rent 
is fixed by the settlement officer or is limited by law or 
by custom having the force of law, such rent should be 
taken to be the annual value (IF 104). 

(23) Where the practice of levying nazaranas exists, 
their annual equivalent spread over the term of the 
lease should be added to the rent for the purpose of 
determining the annual value (IT 104). 
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(24) The rate of assessment should be standardised 
at a comparatively low figure not exceeding 25 per cent 
of the annual value (IT 105) 

(25) The reduction in the share borne by the land 
revenue to the total taxation should be accompanied by 
an increase in the local rate, the maximum for the ordi- 
nary rates being fixed at about 25 per cent of the sum 
taken as land revenue (IT 107). 

(26) It is not possible, in the case of a tax in rem to 
relieve the poorest cultivator by an exemption (IT 96). 
The relief of his difficulties is to be found in a better 
system of rural economy generally (IT 108). 

(27) The obvious ways of introducing an element of 
progression in the case of the large holder are through 
an income-tax on agricultural incomes, or through 
something in the nature of a succession duty, or both 
(IF 109). 


Part II — ^Revenue from non-agricultural land — 

(28) Where land outside the limits of towns or 
villages which is assessed to land revenue on the basis of 
its crop value is diverted from use for cultivation, it 
should be liable to re-assessment on the basis of its 
annual value for other purposes (IT 111). 

(29) House sites in villages should continue free of 
assessment, but all future grants should made subject 
to the levy of ground-rent, if and when the village 
becomes a town (f 112). 

(30) In the case of town lands that have been per- 
mitted to be occupied free of provincial taxation or at 
a nominal rent, it is impracticable at present to impose 
anything in the shape of a provincial tax (If 113). 

(31) In the case of town lands that pay agricultural 
assessment, there is no reason why the assessment should 
not be based on annual value, provided due notice is 
given (If 118). 

(32) In the case of lands still under Government 
control, the procedure laid down in the orders relating 
to ground-rents is satisfactory (If 115). 

(33) The practice of making over to municipalities 
a substantial fraction of the receipts from town lands 
should be generally adopted, but the management of 
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^fche lands should be left in the hands of the revenue 
■ authorities (IF 116). 

(34) As regards the taxation of unearned incre- 
ment — 

(i) It is both impracticable and unfair to impose 

a tax on increments in land values that have 
already accrued. 

(ii) It is not impracticable to tax future incre- 

ments, especially in large towns which can 
afford to employ highly paid competent 
staffs, if an account is maintained of im- 
provements effected after a fixed date with 
a view to deduction of their value on the 
occasion on which the duty is levied (IT 117). 

THE CHARGE FOR WATER— 

(35) Wherever possible the charge for water should 
be separated from the charge on the land (IF 138). 

(36) The minimum charge, except in the case of pro- 
'tective works, should be the cost of supplying the water, 
that is to say, the cost of maintenance of the irrigation 
work plus interest on capital cost, and the normal 
charge should be a moderate share of the value of the 
water to the cultivator (IF 138). 

(37) The rates, which should be fixed with regard to 
prices, area irrigated, crop raised and other considera- 
tions, should be as few as possible, and they should be 
examined periodically with a view to increase or 
decrease (IF 138). 

(38) Where the demand is not constant and the 
ryots agree to pay for water, whether they require it or 
not, a reduced payment for a term of years may be 
accepted (IT 138). 

(39) Where a guarantee of supply is newly given, a 
reasonable share of the addition made to the capital or 
annual value of the land by such guarantee may be taken 
(IF 138). 

TAXES ON CONSUMPTION— CUSTOMS— 
Import duties — • 

(40) Recent revisions of the tariff have had far- 
reaching effects (*Fr 143)... 
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v4:l) Some of the duties that are not protective in* 
intention, are protective in operation (II 143). 

(42) Other duties are exercising- a restrictive effect 
on trade (H 144) . 

(43) So far as conclusions can be drawn from the 
figures of incidence, they tend to indicate a certain 
amount of shifting of the burden from the richer classes 
to the general population (U 145) . 

(44) A higher rate of duty can safely be imposed on 
wine, beer and spirits (^ 146). 

(45) A reduction of the duty on the conventional 
necessities of life, such as sugar, and on the raw 
materials of industry and means of production is 
desirable (IT 145). 

(46) The Committee endorse the opinion of Dr. 
Gregory that the customs tariff should be the object of 
periodical survey, and recommend that an expert 
enquiry be undertaken forthwith (H 147). 

(47) When the Sea Customs Act comes up for revi- 
sion, section 30 should be amended so as to make the' 
charge on invoice price plus cost of freight the normal 
procedure and the charge on a price which includes the 
wholesaler’s profit the exceptional one (IT 149). 

(48) Conditions in India offer many facilities for 
smuggling operations. The Committee recommend 
that a skilled preventive officer should be deputed to 
compare and co-ordinate the arrangements in the differ- 
ent provinces, not only at the main ports, but also at 
minor ports, along the coast and on the land frontiers 
(If 152). 

(49) An ideal arrangement would be the institution 
of a customs zollverein, but this is not practical politics 
at present (IT 153). 

Export duties — 

(50) The Committee accept in general the recom- 
mendations of the Indian Fiscal Commission, that ex- 
port duties should be levied on articles of which India 
has a complete or a partial monopoly, that the rates in 
any case should be low and that an export duty should 
not be utilised for the purpose of protecting an industrv 
(If 154). 

(51) They do not recommend any increase in the rate 
of duty on jute or any alteration in the rate of duty on 
rice (IT 156 and 157). 
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(52) The duty on tea may continue for the present^ 
but it should be removed or reduced if and when the 
conditions of the trade indicate that it is having a pre- 
judicial ehect (IT 158). 

(53) The majority of the Committee agree with the 
Fiscal Commission in considering that the duty on hides 
is wrong in principle and dangerous in its effects, and 
advise its early abolition. The duty on skins may how- 
ever be retained, but the matter should be examined by 
the Tariff Board at a suitable opportunity (IT 159). 

(54) The imposition of an export duty on lac is 
recommended (IT 160). 

(55) As regards oil-seeds and manures a majority of 
the Committee recommend that an export duty should 
be levied and that a part of the export duty should be 
applied towards educating the cultivator to make an 
increased used of artificial manures (IT 162)). 

TAXES ON CONSUMPTION--EXCISES FOR 
PURPOSES OF REVENUE— 

Salt— 

(56) The duty on salt falls on a necessary of life 
and to the extent that salt is essential for physical 
existence it is in the nature of a poll tax (IT 164). 

(57) The present rate of duty is appropriate and 
causes no serious hardship ; changes in the rate should 
not be made except in cases of grave emergency 
(IT 168). 

(58) The system of monopoly supply in Northern 
India and at Kharaghora results in the issue of salt of 
a good quality at a reasonable price (IT 175 and 179). 

(59) The Committee do not recommend any radical 
change in the systems of supply in Bombay and 
Madras, but think it desirable that steps should be 
taken to secure more control over stocks and prices and 
to assimilate the arrangements in the two provinces, 
especiallv in the matter of guarding and accounts 
(*[T 178). 

(60) The obstacles to the supply of Indian salt to 
Bengal should be removed, and India should be made 
self-supporting in the matter of salt supply, if this 
end can be secured by the grant of a strictly temporary 
advantage to the local manufacturer by means of a 

s 2 
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rebate of duty or of a differential duty on imports. 
An enquiry should be made into this aspect of the 
question by the Tariff Board (IF 179). 

(61) The rules regulating the issue of duty-free salt 
for use in industries are satisfactory. The rules in 
force in Bombay regarding issues for use in agricul- 
ture should be made general (IF 180). 

(62) The present concession as regards duty-free 
issues for the purpose of fish-curing should be con- 
tinued so long as it does not involve any cost to the 
Imperial Government in excess of the actual duty 
remitted. The concession should, however, be extend- 
>ed to all provinces (IF 180). 

Cotton piece-goods — 

(63) If for revenue purposes a general excise is 
considered necessary, an excise duty on locally-manu- 
factured cotton goods, coupled with an adequate 
customs duty on imported goods, need not necessarily 
be condemned so long as the burden on the consumer 
is not too great (IF 186). 

(64) The Government of India are, however, 
pledged to remove the present tax as soon as financial 
considerations permit. The Committee therefore class 
it among the taxes to be abolished (IF 186). 

Petroleum — 

(65) There is no urgent case for the reduction of 
the duty on petrol. Should remission of taxation 
become possible, the Committee would give preference 
to the tax on kerosene, which falls on all classes of the 
population (IF 187). 

Matches — 

(66) The statistics available to the Committee do 
not indicate that the time for the introduction of an 
excise duty on matches has yet arrived ; but the matter 
will requrie examination by an expert body sooner or 
later (IF 189). 

Aerated waters — 

(67) An excise duty on aerated waters, to be levied 
by means of a tax on cylinders of carbonic acid gas 
issued for this purpose, is a comparatively unobjec- 
tionable way of raising revenue (IF 191). 



453 


Patent medicines — 

(68) An excise duty on patent medicines, accom- 
panied by the application of a similar duty to import- 
ed patent medicines, is a suitable iform of taxation 
(IF 192). 

Tobacco — 

(69) Tobacco is universally recognised as a suitable 
object for taxation (IF 193). 

(70) Of the plans suggested, a Government mono- 
poly in India would be too vast an undertaking to be 
considered (1" 195). 

(71) An acreage duty presents considerable admini- 
strative difficulties and would probably excite resent- 
ment, and it is consequently not recommended (IF 195). 

(72) A local excise on all production would be im- 
practicable, but the increases in the tariff make one 
desirable in the case of cigarettes and pipe tobacco 
made in factories (IF 199 and 200). 

(73) The experience of Indian States and Foreign 
territories in India disprove the idea that very little 
revenue is to be derived from a system of licensing 
(IT 198). 

(74) The Committee recommend an excise duty on 
locally-made cigarettes and pipe tobacco, accompanied 
by an indirect excise through a system of licensing in 
the case of country tobacco (^ 199 and 200). 

TAXES ON CONSUMPTION— EESTPICTIVE 
EXCISES— 

(75) In the case of country spirit, a system of 
supply through a managed monopoly should be extend- 
ed wherever possible, and the rate of duty should be 
raised in Bihar and Orissa and Assam. Where it is 
proposed to depart from the auction system of dis- 
posal of licenses, the sliding scale system is recommend- 
ed as satisfactory, if supported by a sufficiently large 
and efficient preventive staff (IT 226) . 

(76) In the case of foreign liquors, a definite in- 
crease in the tariff rate is recommended in lieu of vend 
fees being imposed in the shape of additions to the 
tariff rate. The tariff rate should also be levied on 
‘ foreign ' liquors made in India, and arrangements 
should be made to credit all the duty on foreign liquor, 
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whether country-made or imported, to the Imperial 
head (IT 226). 

(77) In the case of country fermented liquors, the 
tree-tax system should be extended wherever possible, 
but only under rigid and systematic control; and ex- 
periments should be expedited in the direction of 
bringing the brewing of country beers under control 
(t 226). 

(78) In the case of hemp drugs, a system of contract 
supply or managed monopoly should be introduced 
where it does not exist, and enquiries should be made 
as to the proportion of the intoxicating principle in 
the hhang consumed and as to the practicability of 
making up the qanjcu in a more uniform and consistent 
form 226). 

(79) In the case of opium, the cultivation should 
be restricted, the stock should be reduced, the duty 
made uniform, the auction system abandoned and 
experiments made in making up the drug into pills 
of a fixed size (IT 226) . 

(80) The necessity for employing a special force to 
deal with inter-provincial smuggling is emphasised 
(IT 225). 

(81) Action already taken in the direction of pro- 
hibition has involved a very large loss of revenue and 
increase in crime (IT 227). 

(82) The consistent pursuit of a policy of real pro- 
hibition would involve the exploitation of every alter- 
native source of possible revenue (IT 227^. 

TAXES ON INCOMES— 

Part I — General — 

(83) In the assessment of incomes the loss sustain- 
ed in any one year should be allowed to be set off 
against the profits in the next subsequent year, subject 
to the condition that any assessee who claims to have 
made a loss must prove the fact by producing his 
accounts as soon as possible after the close of the year 
in which the loss is made (IT 230). 

(84) The effect of section 42 (1) of the Income-tax 
Act is to impose a much wider charge on the non- 
resident than is desirable. The law and practice 
should be brought into conformity with those adopted 
in England (H 236 to 238). 
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The law in respect of refunds to non-residents 
should also be similar to that prevailing in England at 
present (IF 240). ^ 

(86) The high limit of exemption and the almost 
universal practice of marriage make allowances for 
dependents unnecessary (IF 241). 

(87) A differentiation between earned and unearn- 
ed income is not recommnded in the present circum- 
stances of India, but the case would be different if at 
any time incomes derived from agriculture were made 
liable to the tax (IF 242). 

'^1 The rates in the case of incomes between 

1,000 and £10,000 are very low in comparison with 
mother countries. A moderate increase in the rates 
applicable to incomes above Rs. 10,000 would be equit- 
able. 

The following scale is recommended : — 


Rs. 

Pies, 

10,000 to 15,000 . 

9 

16,000 to 20,000 . 

12 

20,000 to 25,000 . 

15 

Above 26,000 

18 


The limit for super-tax should at the same time be 
reduced to Rs. 30,000 and a new rate of super -tax of 
‘6 pies on the first Rs. 20,000 or part thereof in excess 
of that sum introduced. In the case of the joint Hindu 
family the limit of exemption might be reduced to 
Rs. 60,000, the anna rate being applied to the first 
Rs- 40,000 of excess (IF 244). 

(89) The super-tax on companies should be con- 
verted intO' a corporation profits tax, the exemption of 
the first Rs. 50,000 should be removed, and holding 
coinpanies should not be assessed to this tax on profits 
which represent dividends of subsidiary companies 
<1F 251). 

(90) The necessary steps should be taken to secure 
■an appeal to the Privy Council on points of law in 
respect of which conflicting decisions have been give’n 
<ir 246). 

(91) While secrecy in respect of income-tax matters 
is desirable, exceptions might be made (a) by permit- 
ting income-tax officers to draw up lists of persons who 



456 


are liable to local taxes which are based on income aiidl 
(b) by publishing in the annual reports the names of 
persons penalised for income-tax offences (U 250). 

(92) The most suitable method of preventing eva- 
sion by the formation of private companies and the 
withholding of dividends is to give the income-tax 
authorities power to treat such companies as if they 
were firms (If 252). 

(93) In order to prevent evasion through the forma- 
tion of bogus firms, (1) the incomes of married couples 
living together should be taxed at the rates applicable 
to their aggregate incomes; (2) the income-tax officer 
should be given power in particular cases to require the 
partners in an unregistered firm to furnish particulars- 
of the partnership, and to compute the liability of the 
partners on the same basis as if the partnership had 
been registered; (3) particulars of the registration of 
any firm should be recorded by the income-tax officers 
and should be open to inspection ; and (4) it is desirable 
to provide for the imposition of a heavy penalty in 
cases where loss of duty has arisen through failure tO' 
distribute the profits in accordance with the terms of 
a partnership (If 253). 

Part II — Income-tax on agricultural incomes— 

(94) There is no historical or theoretical justifica- 
tion for the continued exemption from the income-tax 
of incomes derived from agriculture. There are, how- 
ever, administrative and political objections to the re- 
moval of the exemption at the present time (ff 263, 264, 
267 and 268). 

(95) There is ample justification for the proposal 
that incomes from agriculture should be taken intO' 
account for the purpose of determining the rate at 
which the tax on the other income of the same person 
should be assessed, if it should prove administratively 
feasible and practically worth while (^ 269). 

(96) The planter or other manufacturer who derives 
his income partly from cultivation and party from 
manufacturing the produce so derived is fortunate in- 
securing the benefit of the exemption (IT 270). 

(97) The money-lender who is a landlord only in 
name ought in equity to pav the tax, but it does not 
seem administratively practicable to impose it (II 271)« 
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TAXES ON TRANSACTIONS— 

(98) The existing entertainment taxes are appro- 
priate and may be levied elsewhere. The power to 
levy the tax and the administration o£ it should be 
retained in the hands of the Local Governments, a 
share of the proceeds being made over to the local bodies 
concerned (IF 273). 

(99) .Betting is recognised in many countries as a 
suitable object for taxation, and the form of the taxes- 
levied in India is not objectionable (IF 274). 

(100) Municipal bodies should be given discretion- 
ary pow^r to levy taxes on advertisements (^ 275), 

(1 01) A tax on railway tickets of the higher classes^ ' 
which has been advocated by some witnesses, is not 
recommended (IF 276). 

Duties under the Stamp Act — 

(102) The Indian Stamp Law fulfils its purpose* 
satisfactorily and no drastic changes are recommended' 
(IF 283). 

(103) The duty on documents of indebtedness such 
as bonds and mortgage deeds should be reduced as soon 
as circumstances permit (IF 284). 

(104) The distinction drawn between documents by 
which possession is given and that by which it is not 
should be removed (IF 285). 

(105) The rate charged on reconveyances should be- 
reduced to 2 annas per Rs. 100 of the mortgage debt 
and the existing maximum of Rs. 10 should be removed' 
(IF 286). 

(106) In the case of deeds of cancellation, the duty 
should be that payable on the instrument sought to be* 
cancelled, subject to a maximum of Rs. 5 (IT 287). 

(107) The duty on deeds of transfer should have re- 
gard to the value of the rights actually transferred 
(IT 288). 

(108) The duty on deeds of adoption should be re- 
duced to Rs. 5 where the property involved is of a value 
not exceeding Rs. 2,000. A reduction may also be 
made in the case of deeds of authority to adopt (IF 289). 

(109) The duty on a settlement should be enhanced 
to the equivalent of the duty on a deed of gift (*IF 290). 



(110) When a deed of release operates to convey 
property, it should be charged at the rate appropriate 
•to a conveyance 291). 

(111) In the case of deeds of partition land should 
be valued for purposes of duty at its actual value and 
not at a multiple of the assessment (H 292). 

(112) The present fixed duties on instruments of 
partnership might be abolished and a duty at 4 annas 
per Rs. 100 substituted (IF 293). 

(113) In the case of companies an ad valorem stamp 
duty on the nominal share capital at the rate of 8 annas 
per Rs . 100 might be levied and the duty on the articles 
of association and memorandum of association might 
be reduced to Rs. 10 (IF 294). 

(114) It is recommended that the distinction for 
purposes of duty between documents that are attested 
and those that are not should be done away with (IF 297) . 

(115) Also that it should not be optional to the 
parties tO' fix values for purposes of duty other than 
the true values (IF 299). 

Stock and produce transactions — 

(116) The issue of a contract note should be com- 
pulsory, both where a broker acts in that capacity and 
where he sells stock on his own account (^ 303). 

(117) It is hoped that it may be possible, with the 
aid of the stock exchange authorities, to put a stop to 
the loss of revenue arising from the use of blank trans- 
fers (IF 305). 

(118) In the absence of such action, the duty on 
contract notes should be raised to 4 annas for every 
Rs. 10,000, subject to a maximum of Rs. 40 (IF 306). 

(119) In the case of the produce exchanges the taxa- 
tion of futures is not only practically impossible, but 
on other grounds it would be undesirable to recognise 
these gambling transactions and to attempt tO' secure 
a revenue from them. It may be possible hereafter 
to secure a revenue from contract notes on the lines 
indicated in the case of the Stock Exchanges (IF 309). 

Penalties — 

(120) Eor the existing maximum penalty on un- 
stamped or insufficiently stamped documents there 
should be substituted a penalty of twice the deficient 
duty plus a sum of Rs. 5 (IF 310). 
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(121) The limitation of the period within which a 
document can be voluntarily produced for rectification 
of the stamp duty should be removed (H 310). 

(122) The disability of inadmissibility in evidence 
should be limited to the case of bills of exchange and 
promissory notes (IF 311). 

(123) From the point of view of the administration 
of the stamp law uniform legislation and unified rates 
• of stamp duty are desirable (IF 316). 


FEES— 

(124) Fees for the registration of vehicles should 
not be more than sufficient tO' cover the expenses of 
examining and registering the vehicles and testing the 
drivers (IF 319). 

(125) The fees for possession of firearms might be 
increased in the case of weapons licensed for purposes 
of sport and display and in that of numerous weapons 
possessed by the same person (IT 322). 

(126) A cautious experiment might be made in 
:selected local areas in the imposition of a fee for the 
registration of marriages, provided it is made clear 
that the purpose of the registration is merely to afiord 
superior probative value of the fact of marriage (IF 323). 

(127) The fees charged for the registration of com- 
panies might be reduced, if a stamp duty on the nomi- 
nal share capital is levied as recommended by the Com- 
mittee (IF 325). 

(128) Recent increases in the fees for the registra- 
tion of documents do not represent an increase in the 
element of taxation. It is permissible to increase these 
fees up to the point where they correspond to the pro- 
bable value of the benefit derived (IF 329) . 

(129) The fees for mutation of names in the revenue 
registers might with advantage be made more uniform. 
A d valorem fees would not be appropriate in this case 
(IF 331). 

Court-fees — 

(130) The pitching of the scale of the court-fees so 
•as to ‘produce a revenue just sufficient to cover all the 
costs of the administration of civil justice is an ideal 
to be aimed at, but financial considerations may justify 
the State in charging something more, provided that 
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the fees charged do not cause substantial hardship tO' 
any class (IF 334). 

(131) A record should be maintained on uniform 
lines in each province to determine what is the amount 
of fees actually levied in the course of litigation, what 
is the actual cost of the courts and how the one compares 
with the other (IF 335) . 

(132) The copyist and process services should just 
pay for themselves (IF 335). 

(133) The system under which the fees are fixed on 
a graduated and regressive scale with reference to the 

'value of the subject matter litigated is suitable, but 
effect might be given to the principle of measuring 
court-fees by the cost of the service rendered to the^ 
extent of taking the fee in two instalments, the first 
being payable at the institution of the suit and the 
second on or immediately after the settlement of issues 
(IF 337 and 338). 

(134) The Court Fees Act and the schedules there- 
to need thorough revision by an expert committee 
(IF 339). 

(135) Section 7 should be recast and a schedule pre- 
pared similar to that in the Indian Limitation Act. 
of suits and appeals which commonly arise in civil 
courts with a method of valuation prescribed for each 
(’FT 340 and 341). 

(136) Provision should be made for recovery of 
deficient fees in decided suits (IF 342). 

(13*7) A series of instances is given of cases in which 
the fees are inadequate (IF 343). 

(138) In the matter of court-fees uniformity is de- 
sirable, not only as regards general principles, pro- 
cedure and methods of realisation, but also as regards 
rates (IF 346). 

(139) In particular it is desirable that steps should 
be taken to render the fees on the Original Sides of 
the Chartered High Courts so far as possible uniform 
with one another and not less than those in courts in 
the mufassal (IF 347). 

(140) The fees payable on applications to revenue 
and other officers should be examined and abolished 
except possibly in the case of those on applications 
which involve enquiries of a judicial nature (IF 348). 
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(141) Fees paid in casli to officers of Government 
should also be subjected to scrutiny (“fl 350). 

(142) An audit of receipts is recommended in the 
case both of stamp duties and of court-fees (IF 351). 

PROBATE DUTIES— 

(143) A succession duty is impracticable in India, 
but a duty on the lines of the English Estate Duty, 
which may initially take the form of a transfer or 
mutation duty on death, is more practicable (IF 357). 

(144) This involves representation of the deceased, 
which is desirable on other grounds (IF 358). 

(145) The existing law provides for it in certain 
-cases, but is limited to particular communities (IF 359). 

(146) The taxation that it involves is very inequit- 
able in its incidence (IF 361). 

(147) The Committee recommend its modihcation 
and extension to all communities, and discuss the 
means of effecting this (IF 366 and 367). 

(148) They do not find the law of the joint Hindu 
family an insuperable obstacle (IF 369). 

(149) The legislation dealing with the question 
should be undertaken by the Central Legislature 
(IF 382). 

LOCAL TAXATION— 

(150) A comparison with conditions in other coun- 
tries indicates that the difficulties in local administra- 
tion in India, and especially the unwillingness of the 
people to submit to taxation, is mainly due to the 
large jurisdictions of the local bodies (IF 384 to 386 and 
•394). 

Taxes on trade — 

(151) The octroi and the terminal tax in the form 
in which they are levied in India offend against all the 
canons of taxation (IF 398). 

(152) It is a function inherent in the Imperial 
Government to protect inter-provincial traffic from 
obstruction by taxes imposed by subordinate autho- 
rities, and it is regretted that the Government of India 
have to so large an extent abandoned their control of 
a matter that is of paramount importance to the trade 
of the country (IF 402). 
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(153) Four possible means of replacing these taxes 
are discussed, mz : — 

{a) a rate on land and houses, 

(&) a profession tax, 

(c) market dues and taxation of private markets, 
{d) a tax on retail sales (IT 403 to 406): 

(154) If it is not possible to adopt any of these alter- 
natives, general principles to govern the levy of octroi 
and terminal taxes in future are indicated (IT 409). 

Tolls— 

(155) Where a terminal tax is levied and the rates 
are raised beyond a certain level, terminal tolls on the 
roads are necessary to prevent evasion (IF 413). 

(156) General municipal tolls are justified when 
they form part of a scheme for the taxation of vehicles 
(IF 414). 

(157) Ferry charges are apt to develop into a pure' 
tax on transit (IF 416). 

(158) Tolls on district roads are undoubtedly an 
impediment to through traffic. It is desirable to abol- 
ish them, at least in the case of motor vehicles, and to- 
replace them by a provincial tax on the vehicle. In 
case this is done, the import dutv should be reduced 
(IF 417 to 419). 

Taxes on property — 

(159) The rates of property tax in India are very 
low and there is considerable scope for increase in the 
assessment of town property (IF 403). 

(160) Another outstanding feature of the property 
tax in India is the inefficiency of the machinery of col- 
lection and assessment. The remedy for this state of 
affairs lies in provincial control (IF 434). 

(161) In view of the recommendation for the 
standardisation of the land revenue at a comparatively 
low rate, it is suggested that the maximum limit on 
the rate of cess on agricultural land be altogether re- 
moved, or at least be raised to 6^ per cent, of the 
annual value (*FF 439). 

(162) In the case of works executed by local autho- 
rities for the benefit primarily of specific areas, it is 
recommended that the local authority concerned should 
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be in a position to recover the -whole or a portion of the' 
cost in the shape of an annual cess imposed for a 
limited period on land in those areas (If 442). 

Taxes on persons — 

(163) The assessment of the tax on circumstances' 
and property has given rise to widespread complaints 
of unfair incidence, while the levy of the profession 
tax has been found to be administratively difficult. It 
is recommended that the assessment and collection of 
these taxes in rural areas should be entrusted to the 
general administrative staff of the districts (If 444 and 
445). 

(164) The tax on pilgrims is theoretically objection- 
able, but the rate is so low that it involves little hard- 
ship or addition to the expenditure which the pil- 
grimage normally involves (If 447). 

(165) A light terminal tax on passengers may be- 
appropriate in the case of a large city, but the tax 
of Us. 2 levied in Rangoon on passengers departing by 
sea is difficult to justify (If 448). 

General — 

(166) The general rate of local taxation in India iS' 
very low. This is partly due to the fact that the taxa- 
tion of land, which should be the main basis of local 
taxation, has in a great measure in India been reserved 
for the State, and partly to the fact that the jurisdic- 
tions of local bodies are so large as to remove them 
from effective touch with the tax-payers (If 454). 

(167) It is recommended that, from the point of 
view of taxation at any rate, the developinent of the 
future should be in the direction of restoring the in- 
fluence of the village panchayat and limiting the func- 
tions of the bodies at present operating (If 454). 

Local taxation of railways — 

(168) Where it is proposed to include^ a_ railway 
colony within the area of a municipality, it is recom- 
mended that provision should be made for the railway 
authorities to be heard by the Local Government before 
any order is issued approving the inclusion (If 461). 

(169) 111 the case of an existing colony within a 
municipality where the railway company derives some 
benefit from a municipal service or services, for which 
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.a specific tax is imposed, but not tbe full benefit which 
the levy of the tax implies, it is suggested that a reason- 
able basis of agreement between the company and the 
municipality would be the remission of a proportion 
•of the tax paid by the colony, to be fixed on principles 
indicated (H 462). 

(170) The assessment of railway property to the 
general municipal rates should be based on the prin- 
ciple that the service rendered to a railway can best 
be gauged by the extent and value of property used 
for the reception and despatch of goods and passengers. 
The method of assessment of such property follovved 
in Bombay is recommended for general adoption 
<11 466). 

(171) The exemption from the cess on land en- 
joyed by the State and guaranteed railways under the 
Bengal Cess Act should be extended throughout India, 
if there are any railways that do not enjoy it (II 470). 

(172) There is no sufficient justification for the 
-exemption of railways from the chowkidari tax (11 471). 

Local taxation of mines — 

(173) There is no necessary anomaly in the fact that 
the general taxes on mines are based on annual value 
and net profits and the special taxes sometimes on rais- 
ings and sometimes o^n despatches (IF 474). 

(174) But an arrangement under which the same 
rate of taxation is applied to the annual net profits of 
.a mining enterprise as to the annual value of agricul- 
tural land must make for difierential taxation (IT 475). 

THE DISTRIBUTION OF THE BURDEN— 

(175) An estimate of the proportion borne by 
average taxation to average income has a very limited 
value (IT 478). 

(176) It was not possible within the time of the 
Committee's appointment to secure new da;ta on these 
or any other lines, nor is the existing material sufficient 
to enable an estimate- to be framed of the economic 
condition of the various classes of the people (IF 479). 

(177) The Committee are therefore thrown back on 
such general considerations relating to typical classes 
of the population as a prudent Finance Minister would 
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examine in framing or revising a scheme of taxation 
(1[ 4:79 and 493). 

{a) The urban labourer . — The burden on this class 
has increased during recent years. It will, 
to some extent, be reduced by the abolition 
of the cotton excise duty. It is not desir- 
able to reduce the salt duty or the excises 
on intoxicants, and a decrease in the cus- 
toms duties and in the municipal taxes on 
consumption is indicated as the more satis- 
factory course (IT 482). 

{h) The landless agricultural labourer . — The bur- 
den on this class is very low, and it would 
be benefited by the abolition of the excise 
duty on cotton goods and by a reduction in 
customs duty on goods consumed by all 
classes (t 483 and 501). 

{c) The small landholder . — The difficulties of this 
class are not primarily the result of taxa- 
tion. In order to afford it relief it has been 
suggested that the land revenue should be 
standardised at a fiat rate not exceeding 
25 per cent, of the annual value (H 484 and 
501). 

(<f) The jjeasant proprieto) . — The burden of this 
class is comparatively light. The only re- 
commendations made that are likely to 
affect it are the extension of the probate 
duties and the raising of the rate of local 
cesses (II 485). 

(r.) The large landholder. — Except in individual 
cases, the burden of this class is compara- 
tively light. The possible means of increas- 
ing its contribution are by the imposition of 
an income-tax on agricultural incomes or the 
extension of the probate duty (TF 486). 

(/) The milage trader . — ^This class escapes certain 
taxes ‘intended to affect it and should be 
brought within the scope of further taxa- 
tion by a more general extension and a more 
efficient administration of taxes of the 
nature of the circumstances and property 
tax and the profession tax (If 487). 
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{g) The small trader in towns. — The contribution 
of this class is more than that of the pre- 
vious one owing to municipal taxation, 
which may well be raised (H 488). 

( 7 ^) The larger trader . — This class escapes with a 
comparatively light burden, but would be 
affected by the extension of the probate 
duties, the steepening of the graduation of 
the income-tax and the increase in local 
taxation (IF 489). 

(i) The hig merchants. — Though this class bears a 
large portion of the tax revenue, its burden 
is not as heavy as that of similar classes in 
other countries. It would be increased by 
the extension of the probate duties, by the 
increase in the super-tax and by the aboli- 
tion of the exemption limit in the case of 
companies (II 490). 

( 7 ) The professional classes — lower grades. — This 
class has suffered under recent develop- 
ments, but its tax burden is comparatively 
small (IF 491). 

(^) The higher professional classes. — The position 
of this class is similar to that of the largest 
merchants (IF 492). 

THE ORDER OF PRECEDENCE— 

(178) A change almost amounting to a revolution 
has already taken place in the proportions borne by the 
different taxes to the total revenue. The tendencies 
that have brought this about have been generally in 
the right directions (IF 496 to 498). 

(179) As regards the tendencies that are now in 
operation, (a) a policy of real prohibition would in- 
volve a loss of revenue exceeding the return from any 
new proposals which can be put forward, (&) the pledge 
given in relation to the cotton excise involves provision 
for its replacement, {c) it is impossible to forecast the 
further effects of the policy of discriminating protec- 
tion or of high customs duties for revenue purposes, 
(d) an increase in the import duties on imported liquors 
is desirable on special grounds (IF 498). 

(180) The Committee do not include local taxation 
in their recommendations regarding the order in which 
taxes may be remitted or imposed (IF 602). 
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(181) Subject to these considerations, the following 
is the order of priority suggested in the case of the 
remission of taxation : — 

(a) Reduction in the customs duties on convention- 

al necessities, especially on sugar, with a 
view to affording relief to the poorest 
classes. 

(b) The removal of tlie export duty on hides. 

(c) In the case of non- judicial stamps, a revision 

of the schedule in the direction of reduction, 
especially in relation to documents such as 
bonds and agreements. ' 

(d) Standardisation of the land revenue, which 

will ultimately result in a further reduction 
of the proportion borne by the land revenue 
to the total taxation.’ 

(e) Reduction of court-fees, especiallj?^ by the col- 

lection of the court-fees on suits in two 
instalments and by the cessation of the 
practice of making a profit out of the fees 
for copying and for service of processes 
(IF 502).' 

(182) The following order of priority has been sug- 
gested in the matter of substitutes for taxes removed 
or reduced, including the cotton excise and the loss 
under restrictive excises : — 

(a) Proper collection of duties on stock exchange 

transactions. 

(b) Conversion of the super-tax on companies into 

a corporation profits tax and the abolition 
of the exemption limit. 

(a) Itegrading of the income-tax and introduction 
of a super-tax on incomes from Rs. 30,000 
to Rs. 50,000. 

(d) Enhancement in the rate of duty on country- 

made ‘ foreign * liquors up to the tariff 
rate and an increase in the excise duty 
on country spirits in Bihar and Orissa and 
Assam. 

(e) Increase in the license fees for firearms . 

(/) Taxation of patent medicines. 

(^) A general extension of probate duties. 
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{h) Extension of the tax on entertainments and 
betting. 

(i) Imposition of taxation on tobacco through 

means of an excise on local manufactures 
or an increase in the import duty on un- 
manufactured tobacco, coupled with a 
system of licensing of sales of country 
.tobacco. 

[j) Export duties on lac, oil-seeds, bones and 

other manures. 

{k) An excise duty on aerated waters. 

(Z) The imposition of income-tax on agricultural 
incomes is put in the last place for reasons 
which are explained (IF 503). 

THE DIVISION OF THE PBOCEEDS— 

Part I. — Imperial and Provincial — 

(183) There is no ideal system of division of 
sources of taxation between Imperial and State 
Governments (IF 505). 

(184) A system of separation of sources is the best 
if a scheme can be discovered which gives to each 
Government a revenue adequate to its needs and at 
the same time effects a fair division between them 
(IF 511). 

(185) Where this is not possible, a system of divi- 
sion of the proceeds of taxes is better than a. system 
of subsidies (IF 512). 

(186) Certain taxes are essentially Imperial, 

namely, import duties; revenue excises; and revenue 
derived from the export of opium. ^ 

The revenue from non-judicial stamps is much 
more appropriate to the Imperial than to the Provin- 
cial head. It is desirable that the dutv on countrv- 
made " foreign ^ liquors should be levied at the tariff 
rate and be credited to the same head as the import 
duty. The increasing restrictions that are being im- 
posed unon excise opium suggest that it is desirable 
that this item of revenue also should be credited to 
the Imperial Government, which undertakes responsi- 
bility for the restrictions (IF 508, 522 to 524). 

(187) Certain taxes are essentiallv Provincial, 
namely, land revenue and receipts from irrigation; 
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taxes on transactions other than those levied under 
the Stamp Act ; fees, including court-fees ; and I’evenue 
from the licensing of sale of tobacco (IT 508, 521, and 
523 to. 525). 

(188) The following taxes afford possible balanc- 
ing factors ; income-tax, export duties, restrictive 
excises other than on opium, and probate duties (IT 522, 
523, 526 and 528). 

(189) The absence of an income-tax on agricul- 
tural incomes and the large proportion of the total 
revenue that is derived from the land make a division 
of the income-tax unavoidable if the division is to be 
fair to industrial and agricultural provinces alike 
(IT 528). 

(190) If equilibrium can be secured by this means 
alone, it is undesirable to use the other balancing 
factors: in other words, the export duties should be 
entirely Imperial and the restriciiA^e excises, other 
than that on opium, and the probate duty entirely 
l^rovincial. 

The Committee’s pro])osa,ls therefore reduce them- 
selves to the transfer of non -judicial stamps and the 
excise duty on country-made ‘ foreign ’ liquors, and 
possibly the revenue now derived from excise opium, 
to the Imperial Government, and the establishment 
of equilibrium by the transfer to the provinces of a 
share of the income-tax (IT 539). 

(191) The most satisfactory means of detemnining 
such a share is to make over the proceeds of _a basic 
rate on personal incomes, graduated proi:)ortionately 
to the general rate, to Avhich should be added a small 
])roportion of the receipts from the corporation profits 
tax (IT 536 and 537). 

(192) It is not within the Committee’s functions to 
suggest a detailed revision of the settlement betAveen 
the^CrOA^ernment of India and the Provinces, and they 
therefore leave the application of the principles sug- 
gested by them to some other body (*!! 539). 

(193) While Devolution Rule 15 appears to have 
failed of its object, it does not appear practicable to 
revise it except as part of the general revision ("IT 529). 



Part II. — Provincial and Local — 

(194) The Committee have recommendjed an in- 
crease in the resources of local bodies — 

(a) by conversion of the fhathameda, the capi- 
tation tax and the chowMdari into sources 
of local revenue; 

(&) by standardising the land revenue so as to 
give greater scope for local taxation of 
land, and by the imposition of special 
assessments ; 

(c) by transfer to local bodies of a share of the 
collections of Local Governments from 
ground-rents in towns and by increasing 
the rates on non- agricultural land; 

{d) by giving municipalities the power to tax 
advertisements ; 

{e) by extending the imposition of taxes on enter- 
tainments and betting and giving local 
bodies a substantial share of the proceeds; 

(/) by extending and improving the administra- 
tion of the taxes on circumstances and 
property and the profession tax; 

{g) by reducing the import duty on motor cars 
and enabling Local Governments to levy a 
Provincial tax for distribution in lieu of 
tolls ; 

(A) by grant of power to levy a fee for the regis- 
tration of marriages in selected areas 
(H 546 to 548). 

(195) When all these allotments are made, the re- 
sources of local authorities Avill still require to be 
supplemented by subsidies (IF 550). 

(196) The manner in which these should be distri- 
buted is an administrative question, but the following 
principles are recommended : — 

{a) Subsidies should ordinarily be restricted to 
services which are of national importanoe. 

(t) They should be granted on a system which 
will enable the Provincial Government 
effectively to enforce efficiency. 

{c) They should be granted on some uniform and 
easily comprehensible plan so worked 
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out in advance that the local body can 
arrange its programme of expenditure in 
good time and provide for a due adjust- 
ment between that, its expected receipts 
and its scheme of taxation (IT 552). 


THE MACHINERY OF TAXATION— 

(197) The effect of past developments has been- — 

(a) that the Collector has been relieved in a great 

measure of the function of assessment, 
while remaining responsible for collection 
and remittance; 

(b) that the increase of specialisation and the 

separation of Imperial from Provincial 
functions have led to multiplication of de- 
partments; and 

(c) that, in the case of local bodies, there has 

been a transfer to elected representatives 
of functions which are not rightly theirs 
(II 560 to 564). 

(198) The Committee’s recommendations are as 
follows : — 

(1) Imperial taxes . — The pivot of the tax admini- 

stration in the case of these taxes should 
be the Central Board of Revenue, direct- 
ing separate but co-ordinated staffs to deal 
with the income-tax, customs and salt 
(H 570). 

(2) P f‘o vincial taxes . — In the case of Provincial 

taxes, there is no similar central head, but 
the Collector should be the district head of 
the staffs responsible for land revenue, 
excise, registration, taxes on transactions 
and fees (IF 571 and 572). 

(3) Local bodies . — The pivot of the administration 

in the case of local bodies should be the 
executive officer, who might be a lent officer 
of the district staff, and who would be in 
touch, in the administration of the taxes, 
with certain Provincial and Imperial 
officers (IF 573). 
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The Collector should act as a liaison officer between 
the Imperial and Provincial and between the Provin- 
cial and Local departments, and he or one of his 
assistants should also be the appellate authority in 
all cases of appeals against assessments to local taxes, 
except where provision is made for appeal to a court 
(H 570 to 573). 


The estimated cost of the Indian Taocation Enqnii'y 
Committee up to the 14th December, 1925, eoccluding 
the charges for printing the report and the evidence., 
is Rs. 4,47,000. 


MGIPC—L—41CPB—1 4-3-28— 1,000. 





